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PART  I 

OVERVIEW  AND  READER'S  GUIDE 


I.     Overview  and  Reader's  Guide 


A  substantial  and  growing  number  of  uninsured  Americans  do  not  have 
adequate  financial  access  to  needed  medical  care  and  are  at  risk  for 
catastrophic  expenses.  The  lack  of  health  insurance  may  seriously  threaten 
family  health.  Survey  results  indicate  that  uninsured  families  are 
significantly  less  likely  to  receive  needed  medical  attention  than  insured 
families.  Uninsured  persons  also  are  twice  as  likely  to  be  without  a  regular 
source  of  health  care  as  insured  persons.  The  uninsureds'  already  low  level 
of  access  to  health  care  is  being  further  reduced  by  the  growing  reluctance  of 
providers  to  provide  care  on  a  charity  or  discount  basis.  Increased 
competition  in  the  health  care  marketplace,  spurred  on  by  business  and 
government  pressures  to  contain  health  care  costs,  has  reduced  the  willi.ngness 
and  ability  of  providers  either  to  shift  the  costs  of  charity  or  uncompensated 
care  to  other  payors  or  to  absorb  the  costs  themselves.  The  results  are  both 
diminished  access  to  care  for  uninsured  persons  and  increased  financial 
pressures  on  providers,  especially  public  hospitals,  that  continue  to  provide 
services  to  those  without  insurance. 

Approximately  three  out  of  four  uninsured  Americans  are  workers  or  the 
dependents  of  workers.  Clearly,  efforts  to  reduce  the  number  of  uninsured 
persons  should  include  a  significant  focus  on  uninsured  workers. 
Three-quarters  of  these  uninsured  workers  earn  less  than  $10,000  per  year. 
Further,  the  frequent  lack  of  health  benefits  in  low  wage  industries  presents 
a  disincentive  for  welfare  recipients  to  seek  and  accept  a  job  that  will  mean 
giving  up  their  Medicaid  coverage.  While  states  are  preempted  by  federal  law 
from  pursuing  certain  policy  directions  (e.g.,  mandating  employer  coverage  of 
employees),  there  are  a  broad  range  of  approaches  states  can  pursue  to 
facilitate  or  offer  coverage.  Clearly,  the  cost  of  health  care  insurance  is  a 
major  impediment  to  coverage  for  many  of  the  uninsured. 

To  assist  states  in  identifying  effective  strategies  to  facilitate 
affordable  health  care  coverage  of  working  uninsured  persons,  the  NGA  Center 
for  Policy  Research  convened  a  working  conference  in  Chicago  on  December  15 
and  16,  1986.  A  faculty  of  leading  researchers,  state  officials  and  private 
sector  representatives  made  presentations  and  participated  in  roundtable 
discussions  on  important  state  policy  considerations.  The  conference  offered 
an  opportunity  for  these  key  state  and  private  sector  officials  who  are 
developing  health  insurance  alternatives  for  the  uninsured  to  share  their 
knowledge,  experience,  and  perspectives.  Because  this  is  generally  a  new  area 
of  state  policy  attention,  the  background  paper  prepared  for  the  conference 
and  the  presentations  and  the  evolution  of  thinking  during  the  discussions 
provide  a  new  conceptual  framework  as  well  as  new  information. 

The  conference  focused  on  strategies  to  improve  health  care  coverage  for 
working  families,  which  has  been  identified  as  a  priority  issue  by  the 
National  Governors'  Association,  both  with  respect  to  welfare  reform  and  to 
reducing  the  number  of  uninsured  Americans.  While  previous  NGA  policy 
research  activities  have  provided  states  with  substantial  information  on 
alternative  strategies  to  provide  financial  access  for  the  medically  indigent, 
this  is  the  first  time  NGA  has  convened  a  forum  focusing  on  the  working 
uninsured.  The  conference  focused  on  alternative  state  approaches  that  can 
facilitate  more  affordable  coverage  options  for  uninsured  populations.  A 
concept  paper  was  prepared  for  the  conference  that  drew  on  current  state 
policy  initiatives  and  studies. 
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This  book  is  based  upon  the  presentations  and  discussions  at  the  Chicago 
conference.  Each  individual  part  of  the  book,  focuses  on  a  particular  set  of 
related  issues  and  begins  with  a  background  analysis  to  provide  a  basic 
framework.  A  reader's  guide  to  the  issues  discussed  in  each  Part  of  the  book 
fol lows: 


•  To  develop  effective  strategies  to  improve  coverage  of  this 
population,  it  is  important  to  understand  who  the  working  uninsured 
are  and  why  these  people  are  uninsured.  Part  II  of  this  book,  The 
Working  Uninsured  and  Who  Should  Pay  (pp.  9  to  42),  addresses  a 
number  of  related  questions  critical  to  the  design  of  effective  state 
strategies.  What  are  the  characteristics  of  the  uninsured  population 
nationally  and  do  these  characteristics  vary  across  geographic 
regions?  How  have  changes  in  the  economy  affected  the  demographic 
makeup  of  the  uninsured  population?  What  are  the  characteristics  of 
the  employers  of  the  uninsured  and  how  are  they  changing? 

Many  analysts  believe  that,  even  if  more  affordable  health  insurance 
mechanisms  are  created,  many  working  uninsured  people  with  limited 
means  will  not  be  able  to  bear  the  full  cost  of  coverage  for 
themselves  and  their  family.  It  is  also  emphasized  that,  short  of  a 
radical  restructuring  of  our  financing  and  delivery  system,  improved 
coverage  will  not  be  free.  Except  for  a  limited  range  of  services 
such  as  prenatal  care,  research  has  consistently  shown  that 
improvements  in  coverage  result  in  an  increased  access  to  and  total 
use  of  medical  services.  While  preexisting  informal  subsidies  of 
charity  care  can  be  formalized  or  otherwise  harnessed,  they  can  not 
cover  the  full  cost  resulting  from  enhanced  coverage.  Some 
combination  of  government,  employers,  insurers,  providers,  and 
individuals  will  realize  the  increased  cost.  Part  II  also  assesses 
the  implications  of  this  for  states  concerned  about  this  problem. 
Should  the  cost  of  coverage  be  expicitly  or  implicitly  subsidized? 
Should  the  subsidy  be  paid  by  the  state,  insurers,  providers, 
business  or  some  combination  of  these  actors?  What  are  different 
ways  to  provide  subsidies? 

•  A  number  of  states  are  pursuing  insurance-based  proposals  to  provide 
more  affordable  coverage  to  currently  uninsured  populations.  To  be 
successful,  it  is  important  that  states  understand  the  principles  of 
the  insurance  marketplace  and  the  answers  to  questions  addressed  in 
Part  III  of  this  book,  Health  Insurance  Costs  (pp  45  to  72).  What 
are  the  cost  components  of  health  insurance  programs,  and  where  are 
savings  possible?  How  can  state  action  encourage  the  creation  of 
cost-saving  programs?  Are  there  areas  where  states  can  produce 
savings  more  easily  or  efficiently  than  the  private  sector?  What 
strategies  are  available  to  states  that  wish  to  make  affordable 
coverage  available  to  the  uninsured?  How  can  these  strategies  be 
structured  to  complement  each  other?  Can  direct  or  indirect 
subsidies  be  efficiently  targeted  to  the  desired  population? 

t  Public  and  private  payers  have  developed  a  number  of  managed  care, 
prepayment,  and  other  cost  containment  strategies  to  improve  the 
affordabi 1 i ty  of  health  benefit  plans.    Part  IV,  Strategies  for  Cost 
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Savings  (pp.  75  to  108),  addresses  a  range  of  related  Issues.  What 
strategies  are  available  for  programs  focusing  on  the  working 
uninsured?  The  scope  of  benefits  in  health  plans  for  the  uninsured 
have  cost  as  well  as  marketabi 1 i 1 i ty  and  adequacy  implications. 
Should  states  establish  minimum  benefit  requirements  for  private 
efforts  to  address  the  problem?  What  are  the  cost  implications  of 
Insurance  Code  mandated  benefits  provisions  and  should  those 
provisions  apply  to  programs  for  the  uninsured?  Should  programs 
offer  comprehensive  coverage  or  be  limited  to  primary  or  acute  care 
coverage?  Can  managed  care  and  cost-containment  strategies  be 
coordinated  with  low-cost  benefit  packages? 

•  A  range  of  state  policy  concerns  and  innovations  relate  to 
alternative  structures  to  spread  risks  and  to  provide  lower  cost 
benefit  plans  to  the  uninsured.  An  important  private  market  response 
to  the  needs  of  small  employers  is  Multiple  Employer  Welfare 
Arrangements  (MEWAs),  often  referred  to  as  Multiple  Employer  Trusts 
or  METs.  States  vary  significantly  in  their  approach  to  regulation 
of  these  entities.  Some  states  permit  MEWAs  to  operate  unregulated 
while  other  states  require  MEWAs  to  be  fully  insured  or  to  meet  all 
regulatory  requirements  established  for  insurance  companies.  A 
number  of  states  regulate  MEWAs  to  some  degree  through  Third  Party 
Administrator  statutes.  Two  states  have  established  special 
requirements  for  MEWAs.  Part  V  of  this  book,  Health  Plan  Structure 
Al ternati ves  (pp.  Ill  to  154),  assesses  a  range  of  important  related 
questions.  Should  states  promote  MEWAs  as  a  way  of  improving  the 
affordabi 1 i ty  of  health  insurance  for  small  employers?  What  type  of 
MEWA  regulation  (if  any)  is  appropriate? 

In  several  states,  efforts  are  underway  by  the  state  and/or  private 
coalitions  to  establish  programs  to  provide  coverage  to  the  employed 
uninsured  and  their  dependents.  These  efforts  differ  from  most 
traditional  MEWA  programs  because  they  (1)  are  developed  particularly 
for  the  currently  uninsured  population;  and,  (2)  will  be  marketed  to 
any  eligible  employer  (or  in  some  cases,  directly  to  employees)  and 
are  not  be  restricted  to  employers  in  the  same  industry  or 
association.  Part  V  also  addresses  important  questions  pertinent  to 
these  state  efforts.  What  are  the  economies  in  this  type  of 
program?  Can  state  or  coalition-sponsored  benefit  plans  produce 
substantial  savings?  What  lessons  can  be  learned  from  existing 
MEWAs?  Why  are  state  or  coalition-sponsored  benefit  plans 
necessary?  What  are  the  efficient  ways  to  finance  the  coverage? 
Some  proposals  are  being  developed  for  programs  that  could  be 
available  to  all  the  uninsured  in  a  geographic  area.  What  is  the 
role  of  this  type  of  program  and  what  economies  are  produced?  What 
is  the  potential  cost  of  this  type  of  program?  What  are  the 
efficient  ways  to  finance  these  programs?  Where  do  these  plans  fit 
in  the  marketplace?  Several  states  are  designing  programs  to 
increase  coverage  for  people  leaving  public  assistance  for  employment 
and  thus  aim  to  reduce  disincentives  to  accepting  a  job.  What  are 
the  state  policy  issues  and  implications  of  this  type  of  program? 

•  To  be  affordable  and  effective,  it  is  important  that  state 
initiatives  for  the  uninsured  complement  rather  than  conflict  with  a 
range    of    existing    policies.      The     presentations     in     Part  VI, 
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Coordinating  with  Existing  Private  and  Public  Policies  (pp.  157 
to  175),  assess  implications  for  state  program  design.  For  example, 
state  or  coalition-sponsored  benefit  plans,  especially  if  subsidized 
with  state  money,  may  encourage  small  employers  which  now  provide 
health  insurance  for  their  employees  to  discontinue  such  coverage. 
New  employers  which  would  otherwise  provide  coverage  as  an  employee 
benefit  through  the  private  market  may  choose  to  utilize  the  state  or 
coalition-sponsored  program.  How  can  these  plans  be  structured  to 
complement  rather  than  substitute  for  existing  or  potential  private 
sector  employee  benefit  plans? 

State  or  coalition-sponsored  health  plans  also  may  be  structured  to 
complement  Medicaid  and  other  state  programs.  How  can  these  programs 
be  coordinated  with  public  "medically  needy"  programs?  Should  these 
benefit  plans  use  or  buy  into  financing  and  delivery  structures 
developed  by  Medicaid  or  other  public  programs?  Should  Medicaid 
programs  use  or  buy  into  affordable  insurance  structures  created  by 
state  or  coalition-sponsored  programs? 

Federal  statutes,  such  as  ERISA  and  the  Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1985  (COBRA),  affect  the  scope  of  potential 
state  activities  in  the  health  insurance  field.  For  example,  ERISA's 
preemption  of  state  insurance  laws  permits  self-insured  employers  to 
escape  state  mandated  benefit  provisions.  What  are  the  implications 
of  such  federal  enactments  for  state  efforts  to  help  the  uninsured? 

•  A  growing  number  of  states  are  implementing  risk,  pools  to  help  meet 
the  needs  of  "medically  uninsurable"  individuals  who  cannot  obtain 
private  insurance.  However,  existing  risk  pools  have  been  critized 
for  having  unaffordable  premiums,  even  though  those  premiums  are 
subsized  by  insurers  and/or  the  state  in  most  instances.  In  Part 
VII,  Strategies  for  the  Medically  Uninsurable  (pp.  179  to  205),  a 
range  of  related  policy  questions  are  assessed.  Should  states 
increase  current  subsidy  levels  or  restructure  existing  subsidy 
arrangements?  What  are  the  efficient  ways  to  subsidize  risk  pools? 
Can  risk  pools  save  money  by  utilizing  existing  publicly  or 
privately-managed  care  networks?  Are  there  alternative  strategies 
for  covering  the  medically  uninsurable  which  may  be  more  efficient  or 
may  better  meet  the  needs  of  the  medically  uninsurable?  For  example, 
can  this  population  be  integrated  with  existing  efficient  public  or 
private  financing  and  delivery  systems  (as  a  separate  risk  group)  in 
order  to  achieve  administration  savings? 

•  Part  VII,  State  Profiles  (pp.  209  to  234),  presents  brief  summaries 
of  initiatives  to  improve  coverage  of  the  working  uninsured  in 
several  states.  They  are  based  on  updates  to  responses  to  a  survey 
of  state  officials  conducted  in  the  fall  of  1986,  and  on  state 
demonstration  projects  for  the  uninsured  funded  by  the  Robert  Wood 
Johnson  Foundation. 


The  papers  and  discussions  that  follow  provide  information  and  analyses 
from  a  broad  range  of  perspectives.  It  is  hoped  that  the  insights  provided 
herein  prove  useful  to  state  policy  makers  interested  in  extending  health  care 
coverage  to  currently  uninsured  persons. 
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PART  II 

THE  WORKING  UNINSURED  POPULATION  AND  10  SHOULD  PAY 


1 .    FRAMEMORK  AND  ANALYSIS 
by   Gary  CI  ax ton 

a.    The  Uninsured  Population 

More  than  30  million  individuals  under  the  age  of  65  are  uninsured.  How 
many  more  is  a  matter  of  some  dispute,  but  it  could  be  as  high  as  37 
million.1  This  is  a  substantial  increase  from  an  estimated  26  million 
uninsured  in  the  mid  and  late  1970s.2* 

There  is  substantially  more  agreement  about  the  general  characteristics  of 
the  uninsured  population  than  their  precise  number.  The  uninsured  population 
has  a  disproportionately  large  number  of  children  and  young  adults,  and  is 
relatively  poor.  About  33%  of  the  uninsured  are  children,  and  over  73%  are 
under  the  age  of  35. 3  Over  35%  of  the  uninsured  belong  to  families  with 
incomes  below  the  poverty  level,  and  over  64%  belong  to  families  who  earn  less 
than  two  times  the  poverty  level.4  Preliminary  data  indicates  that  about 
one-third  of  the  uninsured  will  be  without  coverage  for  less  than  4  months, 
another  third  will  be  without  coverage  for  between  5  months  and  12  months,  and 
the  remaining  third  will  be  uninsured  for  more  than  one  year. 

Many  of  the  uninsured  work  full  time  or  part  time  and  about  three  out  of 
four  uninsured  people  are  workers  or  their  dependents.5  Most  live  in 
families  of  full-time,  full-year  workers.  Almost  three-quarters  of  the 
working  uninsured  earn  less  than  $10,000  per  year  and  over  90%  of  the  working 
uninsured  earn  less  than  $20,000  per  year.  About  90%  of  the  working  uninsured 
work  for  employers  that  do  not  provide  health  insurance.0 

The  fact  that  a  large  percentage  of  the  uninsured  are  connected  to  the 
workforce  raises  the  question  of  whether  many  of  the  uninsured  could  be 
covered  through  workplace  groups  if  more  affordable  options  can  be  developed 
and  sold  to  their  employers.  Group  coverage  generally  is  cheaper  than 
individual  coverage  in  part  because  the  marketing  and  administrative  expenses 
per  contract  are  less. 

This  connection  to  the  workplace,  however,  does  not  necessarily  make  all 
the  working  uninsured  easier  than  the  nonworking  to  insure.  Many  of  the 
uninsured  work  for  small  employers  in  low  wage  jobs.  These  employers  often  do 
not  have  the  financial  resources  to  substantially  contribute  to  payments  for 
an  employee  health  plan.  Further,  many  of  the  working  uninsured  are  part-time 
employees.  Part-time  workers  often  are  ineligible  for  employee  health 
benefits,  and  often  do  not  remain  in  the  same  job  long  enough  to  make  employer 
contributions  towards  their  health  insurance  a  practical  approach  to  provide 
ongoing  coverage.  It  seems  clear  that  some  subsidy  will  be  necessary  if 
protection  is  to  be  provided  for  many  of  the  low-income  uninsured. 


*  The  debate  has  implications  beyond  the  sheer  magnitude  of  the  problem.  If 
the  37  million  uninsured  figure  is  accurate,  then  the  uninsured  population  has 
continued  to  grow  faster  than  the  general  population  despite  the  economic 
upswing  and  decrease  in  unemployment  after  1982.  The  fact  is  that,  at 
present,  there  is  no  clear  understanding  of  the  magnitude  of  this  problem  or 
of  all  its  causes. 


-9- 


b.    Who  Should  Pay 


Health  insurance  is  an  expensive  commodity.  The  substantial  number  of 
uninsured  families  earning  less  than  the  poverty  income  level  probably  will 
not  be  able  to  contribute  substantially  to  their  insurance  costs.  Uninsured 
individuals  earning  between  one  and  two  times  the  poverty  level  also  may  need 
some  assistance.  If  affordable  insurance  options  are  to  be  made  available  to 
the  low-income  uninsured,  it  is  important  to  address  the  need  for  and 
structure  of  these  subsidies. 

Determining  who,  if  anyone,  should  pay  to  subsidize  insurance  costs  for 
the  low-income  uninsured  is  an  important  public  policy  issue.  Most  Americans 
now  receive  subsidized  health  insurance,  either  through  their  employers  or 
through  public  programs  such  as  Medicare  and  Medicaid.  Federal  and  state  tax 
laws,  which  do  not  tax  employer-paid  health  insurance  benefits  as  employee 
income,  subsidize  the  purchase  of  private  health  insurance  for  most  workers. 
The  value  of  this  federal  tax  expenditure  for  the  1986  fiscal  year  was 
estimated  by  the  Department  of  the  Treasury  at  $23.7  billion,  but  an 
independent  economist  argues  that  the  value  is  twice  that  much.7  Federal 
and  state  expenditures  for  Medicare  and  Medicaid  will  be  well  over  $100 
billion  in  1987. 

A  variety  of  new  revenue  sources  have  been  suggested  to  subsidize  part  or 
all  of  the  costs  of  the  uninsured.8  Most  frequently  mentioned  are  new  taxes 
on  health  care  providers,  insurers  or  employers.  Other  ideas  include 
expanding  Medicaid  and  mandating  employer  coverage.  Several  states  have 
formalized  historical  subsidies  of  uncompensated  care  by  creating  hospital 
rate  setting  systems  or  hospital  revenue  pooling  mechanisms  to  apportion  the 
uncompensated  care  burden. 

Each  of  these  approaches  has  advantages  and  disadvantages.  Some  of  the 
more  important  considerations  are  discussed  below. 

Taxes  on  Health  Insurance  Premiums 

One  commonly  mentioned  strategy  for  financing  programs  for  the  uninsured 
is  the  taxing  of  health  insurance  premiums.  The  unavailability  and  the 
unaffordabi 1 i ty  of  health  insurance  are  often  considered  a  failure  of  the 
insurance  market.  It  is  argued  that  the  insurance  industry  would  pay,  at 
least  in  part,  to  address  these  problems.  Indeed,  is  not  uncommon  for  states 
to  require  insurers  to  participate  in  or  contribute  to  other  residual  market 
mechanisms  to  correct  other  market  problems,  including  automobile  assigned 
risk  plans  and  state  guarantee  funds. 

There  are  several  objections  that  states  must  keep  in  mind  when 
considering  taxing  health  insurance  premiums  to  finance  insurance  programs  for 
the  currently  uninsured.  The  foremost  concern  is  that  such  taxes  cannot  reach 
the  entire  health  insurance  market  because,  under  provisions  of  the  Employee 
Retirement  Income  Security  Act  of  1974  (ERISA),  states  are  prohibited  from 
taxing  insurance  contributions  or  reserves  of  self-insuring  employers.  Since 
many  larger  employers  self-insure  their  employee  health  benefits,  a  large 
percentage  of  health  insurance  plans  would  escape  the  tax.  Indeed,  the  tax 
would  be  an  incentive  for  more  employers  to  self-insure,  increasing  the  burden 
of  such  a  tax  on  businesses  and  individuals  who  purchase  insurance.  Another 
objection  to  a  tax  on  health  insurance  premiums  is  that  it  punishes  those  who 
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have  behaved  In  a  socially  responsible  manner  (I.e.,  purchased  health 
insurance  either  for  themselves  or  for  their  employees)  in  order  to  provide 
coverage  for  those  individuals  or  employers  who  have  the  means  to  buy 
insurance  but  have  chosen  not  to.  The  final  concern  about  taxing  health 
insurance  premiums  is  that  it  raises  the  cost  of  Insurance  to  everyone.  This 
may  be  a  further  disincentive  for  small  employers,  without  significant  assets 
or  profits,  to  begin  health  benefit  programs  for  their  employees. 

Taxes  on  Providers 

Another  method  of  financing  programs  for  the  uninsured  would  be  to  put  a 
surtax  on  payments  to  providers.  This  type  of  tax  recognizes  the  access 
problem  as  a  failure  of  the  health  delivery  system,  and  spreads  the  burden  of 
correcting  that  failure  across  all  users  of  the  system.  Since  most 
individuals  use  the  health  care  system  at  one  time  or  another,  such  a  tax 
would  be  relatively  broad  based,  and  would  tax  self-funding  employers  equally 
with  employers  who  purchase  coverage  from  insurers.  Provider  taxes  also  are 
more  equitable  than  charity  care  subsidies  which  are  borne  more  heavily  by 
some  providers  than  others. 

Provider  taxes  have  many  disadvantages  as  well.  Provider  taxes  will 
penalize  some  people  (i.e.,  those  who  pay  for  care  out-of-pocket)  at  their 
most  economically  vulnerable  time:  during  sickness.  These  taxes  also  tend  to 
penalize  employers  who  have  purchased  coverage  for  their  employees  by  raising 
premiums,  while  employers  who  have  failed  to  provide  employee  coverage  are 
unaffected.  Further,  by  increasing  the  overall  cost  of  health  care — and 
therefore  of  health  insurance — such  taxes  may  financially  discourage  some 
employers  from  purchasing  or  continuing  coverage  for  their  employees. 

Taxes  on  Employers 

The  vast  majority  of  American  workers  are  insured  through  their  work 
place.  A  payroll  tax  on  employers  to  fund  health  care  programs  for  the 
uninsured  would  have  the  advantage  of  recognizing  the  connection  between  the 
employment  and  the  health  insurance.  This  connection  already  is  reinforced  by 
the  fact  that  Medicare  is  paid  for  through  payroll  taxes.  Another  advantage 
of  payroll-tax  funding  is  that  it  treats  employers  who  self-fund  their  health 
benefits  in  the  same  way  as  those  which  insure  their  benefits  in  the  private 
market.  In  addition,  a  payroll  tax,  unlike  a  tax  on  providers  or  health 
insurance,  would  reach  employers  who  did  not  provide  health  benefits  to  their 
employees . 

The  most  apparent  serious  argument  against  the  payroll  tax  approach  is 
that  such  an  approach,  by  increasing  the  cost  of  labor  to  employers,  would 
make  the  cost  of  labor  more  expensive  to  employers,  and  reduce  the  number  of 
people  who  will  be  employed.  It  would  be  unfortunate  if,  in  an  attempt  to 
provide  coverage  to  the  low-income  uninsured,  we  cause  them  to  lose  their 
jobs.  Another  concern  about  a  payroll  tax  is  that  it  tends  to  penalize 
employers  who  already  provide  health  benefits  along  with  those  who  do  not. 
This  is  inequitable;  it  also  may  encourage  some  employers  to  reduce  their 
employee  health  benefits. 

One  method  to  address  the  equity  concern  would  be  to  tax  only  those 
employers  who  do  not  provide  coverage  to  their  employees.  This  would  remove 
the  penalty  from  employers  who  are  behaving  the  way  we  wish,  and  provide  an 
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incentive  to  those  who  did  not  provide  coverage  to  their  employees  to  do  so. 
The  concern  is  that  while  this  approach  may  be  more  equitable,  it  may  have  a 
greater  dampening  affect  on  employment  than  a  broader  general  payroll  tax.  A 
tax  on  the  smaller  number  of  firms  who  do  not  provide  employee  health  benefits 
would  have  to  be  higher  than  a  general  payroll  tax  on  all  employers.  Since 
the  firms  that  do  not  provide  employee  health  benefits  tend  to  be  the  smaller 
and  less  profitable  ones,  they  are  the  firms  least  able  to  either  absorb  the 
tax  or  begin  providing  employee  health  benefits.  It  seems  clear  that  the 
potential  displacement  of  workers  must  be  seriously  considered  before  any  type 
of  payroll  tax  is  implemented. 

Medicaid  Expansion 

In  the  last  several  years,  many  states  have  taken  important  steps  to 
expand  their  coverage  of  indigent  persons  under  Medicaid.  Since  the  federal 
government  shares  the  cost  of  this  program  with  the  states,  states  often 
consider  expanding  benefit  and  eligibility  limits  as  an  important  part  of 
addressing  the  access  to  health  care  issue. 

In  addition  to  expanding  the  entitlements  under  Medicaid  programs,  there 
has  been  recent  interest  in  permitting  uninsured  individuals  to  purchase 
coverage  from  state  Medicaid  programs.  Proponents  argue  that  states  already 
have  administrative  and  delivery  mechanisms  in  place,  and  that  the  price 
discounts  and  managed  care  systems  developed  in  many  states  would  permit 
coverage  to  be  purchased  at  a  relatively  low  price. 

Other  Approaches 

Several  states  have  experimented  with  addressing  the  problem  of 
uncompensated  care  by  explicit  recognition  of  the  existence  of  a  charity  care 
system  and  more  equitable  distribution  of  the  burden  among  providers.  This 
may  be  done  through  hospital  rate  setting  or  through  hospital  charity  care 
pools,  by  redistributing  funds  from  hospitals  with  lower  charity  care  burdens 
to  those  providing  the  bulk  of  such  care. 

These  methods  can  ease  the  burden  on  providers  who  deliver  care  to  the 
uninsured.  However,  they  do  not  address  the  problem  of  providing  appropriate 
access  to  appropriate  care.  Under  a  charity  care  system,  people  essentially 
have  to  ask  for  charity,  and  tend  to  postpone  use  of  the  health  care  system 
until  their  need  becomes  more  severe.  This  type  of  system  encourages  the 
inappropriate  use  of  high  price  emergency  room  care.  Such  programs  are  an 
important  way  to  ease  the  burden  on  some  providers,  especially  public 
hospitals;  but  they  focus  only  on  one  component  of  the  problem. 

Financing  charity  care  is  an  indirect  approach  to  insuring  access  to 
health  care  for  the  uninsured.  Other,  more  direct  approaches  are  available. 
State  and  local  governments  have  a  long  history  of  programmatic  responses  to 
this  issue.  These  programs  were  not  intended  to  be  comprehensive  solutions, 
but  act  as  coverage  of  last  resort  for  poor  persons  who  do  not  qualify  for  any 
other  federal  or  state  programs—such  as  Medicaid.  These  types  of  programs 
vary  widely  from  state  to  state,  but  they  can  be  usefully  grouped  by:  1) 
those  that  base  coverage  on  financial  criteria  (e.g.,  general  relief  medical 
programs);  and  2)  those  that  target  particular  diseases  or  conditions  (e.g., 
AIDS  or  high  risk  pregnancies). 
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Conclusion 


The  discussion  above  outlines  some  of  the  arguments  for  and  against 
several  methods  of  financing  health  insurance  programs  for  the  currently 
uninsured.  Since  each  state  has  its  own  history  and  preferred  methods  of 
financing  and  taxation,  a  variety  of  the  above  approaches  are  being  and  will 
continue  to  be  tested  in  different  states.  As  more  and  more  states  experiment 
with  programs  for  the  uninsured  and  different  methods  of  financing  them  we 
will  learn  which  methods  are  more  equitable  and  more  efficient  in  which 
particular  environments. 
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2.    THE  WORKING  UNINSURED 
by   Deborah  Choi  let 

As  noted  in  the  framework  and  analysis  section  above,  we  do  not  have 
definitive  information  on  the  size  of  the  uninsured  population.  He  can, 
however,  get  estimates  of  the  total  from  the  Current  Population  Survey  (CPS), 
and  fairly  good  estimates  of  the  trend  over  time.* 

The  rate  of  noncoverage,  as  measured  by  the  Current  Population  Survey,  has 
been  rising  since  1982.  In  1982,  15.5  percent  of  the  noninstitutional ized 
civilian,  nonagri cultural  population  reported  no  health  insurance  coverage 
from  any  source.**  The  percent  noncovered  rose  to  16.5  percent  in  1983  and 
17.4  percent  in  1984,  and  stayed  about  the  same  in  1985.  So  we  now  have  about 
17  1/2  percent  of  the  total  population  without  insurance  coverage. 

Hho  are  these  people?  Nearly  half  (49  percent)  of  the  uninsured  were 
workers  in  1985.  Thirty-two  percent  were  children  under  the  age  of  18,  and  19 
percent  were  nonworkers. 

In  what  kinds  of  families  do  these  people  live?  Most — in  fact,  two-thirds 
of  them — are  either  themselves  workers  or  nonworkers  living  with  workers.  And 
these  are  not  persons  whose  work  is  sporadic.  Fifty-two  percent  of  the 
uninsured  lived  in  families  of  workers  employed  full  time,  all  year.  About  17 
percent  lived  in  families  of  persons  in  the  labor  force  full  time,  all  year 
but  reported  some  unemployment  in  1985.  Another  17  percent  lived  in  families 
of  workers  who  worked  either  part  time  or  part  year — part  time  being  less  than 
35  hours  in  a  typical  week.    Only  13.5  percent  lived  in  nonworker  families. 

The  income  status  of  people  without  insurance  coverage  covers  a  wide 
range:  Thirty-five  percent  of  the  uninsured  in  1985  lived  in  families  with 
family  income  less  than  $10,000  per  year;  another  29  percent  lived  in  families 
with  income  between  $10,000  and  $20,000  a  year.  Thus,  two-thirds  of  the 
uninsured  population  live  in  families  with  income  of  less  than  approximately 
the  median  family  income  in  the  United  States  (about  $20,000  a  year).  The 
remaining  one-third  of  the  uninsured  lived  in  families  with  income  above 
$20,000,  and  21  percent  lived  in  families  with  income  of  above  $30,000  a  year. 

When  the  statistics  are  expressed  in  terms  of  distance  from  poverty  a 
consistent  picture  emerges.  About  a  third  of  people  without  insurance 
coverage  live  in  families  with  income  below  poverty;  another  third  live  in 
families  between  100  and  200  percent  of  poverty.  At  the  other  end  of  the 
range,  almost  a  quarter  of  the  uninsured  (22  percent)  are  in  families  with 
income  at  300  percent  of  poverty  or  above,  and  about  12  percent  are  in 
families  with  income  at  400  percent  of  poverty  or  above. 


Some  of  these  data  can  be  tabulated  by  state  and  region  see  pp.  19  to  22. 

Since  the  CPS  survey  depends  on  recall  about  health  insurance  coverage 
for  the  entire  previous  year,  this  may  be  a  slight  overestimate  of  the 
proportion  uncovered  for  the  whole  year.  One  can  perhaps  be  more 
confident  that  this  proportion  was  uncovered  for  the  6-9  months  prior  to 
being  questioned  in  March  of  1983. 
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Two  major  policy  implications,  in  my  judgment,  emerge  from  these  figures. 
The  first — following  from  the  fact  that  30  percent  of  the  uninsured  live  in 
families  with  below  poverty  income — is  that  a  Medicaid-type  strategy  might  be 
part  of  the  solution.  We  know  that  the  rate  of  Medicaid  coverage  among  the 
poor  population  has  fallen  over  time.  Only  about  42  percent  of  people  in 
poverty  qualified  for  Medicaid  coverage  in  1984,  and  we  think  the  erosion  is 
continuing.  As  much  as  a  third  of  the  problem  of  noncoverage  might  be 
remedied  or  at  least  addressed  by  looking  carefully  at  the  Medicaid  programs. 

The  second — following  from  the  fact  that  69  percent  of  the  uninsured  are 
in  families  with  full  time  members  of  the  labor  force,  most  employed  full  time 
all  year  round—is  that  employer-based  strategies  might  be  part  of  the 
solution.  I  would  like  to  pursue  this  in  a  little  more  detail  because  it  is  a 
complex  picture. 

Among  all  workers  in  the  United  States  in  1985,  three-quarters  (76 
percent)  were  covered  by  an  employer  plan.  Most  (80  percent)  of  these  workers 
received  coverage  from  their  own  employer;  the  rest  received  it  as  a  dependent 
of  another  worker,  usually  a  spouse. 

About  15  percent  of  all  workers  report  no  coverage  from  any  source.* 
These  workers  are  preponderantly  lower-earning  workers;  75  percent  earned  less 
than  $10,000  in  1985  and  93  percent  earned  less  than  $20,000.  Noncoverage 
rates  within  these  two  groups  are  also  very  high,  as  you  might  expect.  For 
example,  28  percent  of  workers  who  earn  less  than  $10,000  a  year  report  no 
coverage  from  any  source,  compared  with  15  percent  for  workers  as  a  whole. 

Nor  does  low-earnings  status  of  uninsured  workers  appear  to  be  a 
phenomenon  of  part-year  or  part-time  work.  Among  the  uninsured  f ul 1 -time 
f u 11 -year  work  force,  69  percent  earned  less  than  $10,000  in  1985;  about 
one-third  of  all  workers  who  earned  less  than  $10,000  were  uninsured.  Over  90 
percent  of  the  uninsured  who  worked  full  time  all  year  earned  less  than 
$20,000  in  1985. 

In  what  industries  are  these  people  located?  The  bulk  of  them  are  in 
relatively  few  industries.  Those  of  you  from  states  with  a  concentration  of 
employment  in  construction,  retail  trade  and  services,  probably  have  a  large 
noncoverage  problem.  Construction  accounts  for  10  percent  of  noncoverage. 
Retail  trade  accounts  for  24  percent.  The  service  industries  account  for  28 
percent,  running  from  business  and  repair  services  through  professional 
services.  Sixteen  percent  of  the  uninsured  are  self-employed,  either 
incorporated  or  unincorporated. 

The  data  on  workers'  coverage  provides  further  support  for  the  findings 
noted  earlier— that  unemployment  is  not  the  most  important  source  of 
noncoverage.  Seventy  percent  of  the  workers  who  report  no  coverage  also 
report  no  unemployment  at  any  time  in  the  year. 


That  is,  they  don't  have  an  employer  plan  (either  direct  coverage  or 
indirect  coverage  from  a  spouse's  plan),  they  don't  have  individually 
purchased  coverage,  they  are  not  Medicare  or  Medicaid  eligible,  and  they 
don't  have  CHAMPUS  (the  plan  that  covers  retirees  from  and  the  dependents 
of  active  members  of  the  Armed  Forces). 
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Because  the  data  do  not  separate  sequential  weeks  of  unemployment  from 
sporadic  weeks  of  unemployment,  we  don't  know  about  the  long-term  unemployed. 
But  we  do  know  something  about  people  who  report  more  weeks  of  unemployment 
versus  people  who  reported  fewer.  People  who  report  more  weeks  of 
unemployment  show  less  access  to  employer  plans  while  they  are  employed. 
Among  people  who  report  no  unemployment,  rates  of  employer  coverage  were  82 
percent  in  1985.  Among  workers  who  report  13  weeks  or  more  of  unemployment, 
in  contrast,  only  about  half  reported  any  employer  coverage  during  the  year. 
Therefore,  one  has  to  question  the  ultimate  effectiveness  of  continuation 
strategies  in  reducing  noncoverage.  The  continuation  strategies  that  we  are 
so  hopeful  about—the  continued  access  to  employer  coverage  required  by  the 
1985  Consolidated  Budget  Reconciliation  Act,  as  well  as  state  laws— may  be  of 
much  less  help  than  we  had  hoped  to  the  unemployed,  particularly  the  long-term 
unemployed,  if  these  people  are  likely  never  to  have  had  access  to  an  employer 
plan  when  they  were  working. 

To  summarize:  about  a  third  of  the  uncovered  population  is  potentially  a 
Medicaid  population.  An  employer-based  program  is  not  likely  to  serve 
uninsured  persons  below  or  near  poverty  simply  because  they  are  nonworkers  or 
very  low  earners.  To  change  that  would  require  raising  their  compensation 
disproportionate  to  their  earnings.  And  certainly  an  unsubsidized  individual 
purchase  strategy  is  not  likely  to  serve  them  if  they  are  below  or  near  100 
percent  of  the  poverty  line. 

About  two-thirds  of  the  uninsured  live  in  families  with  full-time 
full-year  workers.  For  this  group  we  have  to  look  to  employment-based 
strategies  as  a  potential  remedy  for  the  problem  of  noncoverage.  We  have  to 
look  at  such  an  approach  cautiously,  however,  for  several  reasons.  First, 
most  workers  who  have  no  insurance  coverages  are  very  low  earners.  For  these 
workers  an  employer-based  strategy  might  cost  employers  a  disproportionate 
amount  relative  to  the  productivity  of  the  workers  in  question,  making  job 
loss  an  issue.  Second,  the  high  concentration  of  uninsured  workers  in 
selected  industries  may  pose  a  problem.  In  many  states  and  municipalities 
growing  service  employment  has  been  the  remedy  for  recession.  Historically, 
we  have  recovered  from  economic  recession  in  large  part  via  growth  in 
service-sector  employment.  Do  we  want  to  raise  costs  in  the  service  sector? 
Whether  the  increases  in  compensation  costs  that  might  be  required  for 
employers  to  cover  now-uninsured  workers  would  prolong  or  increase  in 
unemployment  is  an  important  question. 

Finally,  individual  coverage  strategies  need  to  be  examined.  Thinking 
about  how  to  help  the  uninsured  who  are  poor  should  not  blind  us  to  the  fact 
that  about  a  third  of  the  uninsured  are  not  poor;  in  fact,  they  have 
above-median  family  income  and  a  substantial  portion  of  them  (22  percent  of 
the  uninsured)  live  in  families  with  income  at  or  above  three  times  the 
poverty  level . 

There  is  one  last  point  that  is  important  and  of  concern  because  we  don't 
understand  it.  A  surprising  proportion  of  the  chi 1 dren  with  no  health 
insurance    coverage    (29    percent)     live    with     a    worker     who    does  have 
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employer-based  coverage.  Nearly  20  percent  live  with  a  parent  (or  rarely,  a 
spouse)  with  employer  coverage.  The  reasons  for  this  phenomenon  deserve  much 
more  detailed  investigation*. 


A  subsequent  to  the  development  of  this  presentation,  Ms.  Choi  let  has 
provided  more  detailed  analysis.  See  EBRI  Issue  Briefs,  May  (#66)  and 
June  (#67),  1987. 
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TABLE  1 


Nonelderty  Population  Without  Health  Insurance  Coverage  by  Region,  1985 


New  England 
West  North  Central 
Mountain 
East  South  Central 
Middle  Atlantic 
East  North  Central 
West  South  Central 
Pacific 
South  Atlantic 


1.3 
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5.3 
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6.0 
6.1 


0  1  2  3  4  5  6 

On  millions) 

Source:  Employee  Benefit  Research  Institute  tabulations  of  the  March  1986  Current  Population  Survey. 


TABLE  2 


Percent  Within  Region  of  the  Nonelderly  Population 
Without  Health  Insurance  Coverage,  1985 


New  England 
West  North  Central 
Mountain 
East  South  Central 
Middle  Atlantic 
East  North  Central 
West  South  Central 
Pacific 
South  Atlantic 


23.4% 


0.0% 


5.0% 


10.0% 


15.0% 


20.0% 


25.0% 


Source:  Employee  Benefit  Research  Institute  tabulations  of  the  March  1986  Current  Population  Survey. 
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TABLE  3 


NoneWerty  Population  by  Selected  Sources  of  Health  Insurance  Coverage  and  Region  and  State,  1985 


Total 

Other 

Total 

No  Health 

Total 

Pri  vat© 

Employer 

Private 

Public 

Medicaid 

Insurance 

fin  thousands) 

1  OlSI 

147  645 

131 .814 

22.950 

23  924 

1  6,038 

34.759 

New  England 

10.733 

8,680 

7.947 

1 .039 

1 .064 

717 

1.302 

Maine 

929 

730 

661 

95 

133 

86 

109 

863 

729 

676 

79 

a 

3 

1  09 

VOIIIIWII 

454 

357 

323 

a 

3 

3 

3 

5  022 

3,956 

3.637 

464 

549 

413 

657 

Rhode  Island 

790 

634 

577 

a 

a 

a 

101 

Connecticut 

2.675 

2.274 

2,073 

275 

219 

132 

258 

UlrfrU*  Atlantic 

31  412 

23,61  8 

2 1  296 

3  384 

4,080 

3,299 

4  521 

15,226 

1  0,704 

9.777 

1 ,403 

2,420 

2,079 

2  471 

6,51  7 

5,245 

4,714 

831 

608 

430 

806 

Pennsylvania 

9,669 

7,668 

6,806 

1  .151 

1  .052 

789 

1 ,245 

East  North  Central 

35,678 

27,195 

24,606 

3.798 

4.755 

3.738 

4.894 

Ohio 

9,191 

7,061 

6,410 

999 

1 ,042 

765 

1 ,332 

H  IUJOJ  id 

4,537 

3,585 

3,225 

499 

301 

1  64 

769 

Illinois 

II 1 II  1  Wlw 

10.137 

7,491 

6,846 

992 

1  ,457 

1,175 

1  ,469 

tuTWH"!  u*va  n 
nrtw»j  thyoJ  i 

7,886 

5,904 

5  287 

892 

1 ,438 

1 ,1  95 

940 

3,928 

3,155 

2,838 

417 

51  7 

439 

383 

West   North  Central 

ii  cat    nwi  in          1 1 ii  si 

1  3,928 

1  0,923 

9,485 

1  .825 

1  ,470 

1 ,006 

1  ,957 

Minnesota 

3,410 

2.793 

2,430 

498 

357 

251 

383 

Iowa 

2,135 

1  ,663 

1  .453 

264 

264 

228 

272 

lull  cc ru  i ri 

m  1  AO  UU 1  1 

4,234 

3,147 

2,774 

452 

485 

314 

697 

North  Dakota 

500 

412 

339 

93 

a 

a 

3 

South  Dakota 

504 

386 

324 

84 

a 

a 

89 

Nebraska 

1 ,224 

979 

836 

184 

96 

a 

1  85 

Kansas 

1  ,920 

1 ,545 

1  ,329 

249 

1  79 

1  03 

273 

South  Atlantic 

w  w  %  1 1          *  I  u  iiiiw 

32,627 

23,840 

21 ,152 

4.301 

3,908 

2,082 

6.123 

Delaware 

519 

388 

359 

a 

a 

a 

93 

Man/land 

3,641 

2,837 

2,541 

422 

364 

217 

546 

District  of  Columbia 

517 

324 

279 

a 

94 

a 

117 

Virginia 

4,549 

3,474 

3,217 

436 

456 

236 

754 

West  Viroinia 

•  w  V  W  V     Til  W"  1  1 IQ 

1 ,571 

1 ,075 

91  6 

210 

282 

204 

292 

North  Carolina 

5,066 

3.907 

3,504 

669 

553 

218 

824 

South  Carolina 

2,71  3 

2,079 

1  ,867 

343 

351 

213 

392 

Georgia 

4,968 

3,551 

3,238 

631 

707 

421 

904 

Florida 

9,083 

6,206 

5,232 

1 .484 

1 ,050 

469 

2,200 

East  South  Central 

1  2.51  1 

8,805 

7,694 

1  ,614 

1 ,477 

924 

2,641 

Kentucky 

3,001 

2,169 

1  ,859 

447 

320 

201 

638 

Tennessee 

3,944 

2,727 

2,401 

467 

519 

326 

834 

Alabama 

3,432 

2,488 

2,205 

397 

326 

225 

686 

Mississippi 

2.134 

1 ,422 

1 ,229 

303 

312 

172 

483 

West  South  Central 
tv n i   vvu in    vvii ii  oj 

22  487 

1  5,708 

14.047 

2,415 

2,202 

1 .1  67 

5,255 

Aritan*ia*i 

rV  r\OI  !3og 

1 ,928 

1 ,242 

1 .091 

223 

325 

1  80 

469 

1  ouisiana 

3,741 

2,707 

2,345 

559 

301 

151 

822 

Oklahoma 

2,762 

1  ,884 

1 ,630 

313 

285 

121 

698 

Texas 

14,056 

9,875 

8,981 

1  320 

1  ,290 

715 

3,266 

Uaii  ntaln 

fee  wwiiiejiii 

1  0,889 

8,135 

7,109 

1,369 

1  ,047 

415 

2,114 

Montana 

668 

496 

415 

103 

77 

a 

1  23 

Idaho 

800 

594 

514 

116 

a 

a 

169 

Wyoming 

419 

325 

289 

a 

a 

a 

a 

Colorado 

2,795 

2.157 

1 ,904 

345 

1  99 

96 

513 

New  Mexico 

1 ,228 

796 

710 

122 

1  99 

85 

286 

/Vizona 

2,658 

1 ,960 

1 ,648 

370 

256 

a 

570 

Utah 

1481 

1,196 

1 ,099 

141 

1  1  0 

3 

206 

839 

612 

531 

119 

89 

g 

1  79 

Pacific 

29,499 

20,739 

18,476 

3,205 

3,922 

2.690 

5,951 

Washington 

3,565 

2,675 

2,324 

545 

484 

286 

589 

Oregon 

2,268 

1 ,766 

1 ,521 

338 

198 

103 

388 

California 

22.422 

15,312 

13,788 

2,119 

3.076 

2.218 

4,803 

Alaska 

439 

337 

274 

91 

a 

a 

77 

Hawaii 

805 

649 

569 

1 1  3 

1 1 1 

a 

95 

Source:  Employee  Benefit  Research  Institute  tabulations  of  the  March  1986  Current  Population  Survey. 
a-Number  too  small  to  be  statistically  reliable. 
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TABLE  4 


Nonefderty  Population  by  Selected  Sources  of  Health  Insurance  Coverage: 
Percent  Distribution  Within  Region  and  State,  1985 


Other 

u  %i  l — i 

No  Haatth 

Total 

Private 

Employer 

Private 

Public 

Medkaid 

Insurance 

(in  thousands) 

Total 

100.0% 

73.9% 

66.0% 

1 1 .5% 

12.0% 

8.0% 

17.4% 

New  England 

100.0% 

80.9% 

74.0% 

9.7% 

9.9% 

6.7% 

12.1% 

Mai  ne 

4  AA  AW 

/o.bTfe 

71.1% 

10.2% 

1  A  "lot 

5f .  £.  TO 

1  1  7^. 

New  Hampshire 

100.0% 

64.4% 

78.3% 

9.1% 

a 

a 

12.6% 

Vermont 

100.0% 

78.6% 

71 .1% 

a 

a 

a 

a 

Massachusetts 

100.0% 

78.8% 

72.4% 

9.2% 

10.9% 

8.2% 

13.1% 

Rhode  Island 

100.0% 

80.2% 

73.0% 

a 

a 

a 

12.8% 

1  nn  n«t 

as  n% 

O  J  .Vto 

77.5% 

1 0.3% 

8.2% 

4.9% 

9.7% 

Middle  Atlantic 

100.0% 

75.2% 

67.8% 

10.8% 

13.0% 

10.5% 

14.4% 

New  York 

100.0% 

70.3% 

64.2% 

9.2% 

15.9% 

13.7% 

16.2% 

New  Jersey 

100.0% 

80.5% 

72.3% 

1 2.7% 

9.3% 

6.6% 

12.4% 

Pennsylvania 

100.0% 

79.3% 

70.4% 

1 1 .9% 

10.9% 

8.2% 

12.9% 

CjkI    North  Piintral 

7fi 

1  O .  £.  to 

e  n  not 
69.0% 

4  A  Ctf 
1  0.6% 

1 3.3% 

1 0.5% 

13.7% 

Ohio 

100.0% 

76.8% 

c a  lot 
o9.  /Tb 

1  0.9Tb 

11.3% 

8.3% 

14.5% 

Indiana 

100.0% 

79.0% 

71    4  oj 

4  4  FkOf 

1  1  .0Tb 

6.6% 

3.6% 

16.9% 

Illinois 

100.0% 

73.9% 

C  ~7  Co/ 

6  7 .5Tb 

A  OO/ 

9.8% 

14.4% 

11.6% 

14.5% 

Michigan 

100.0% 

74.9% 

67.0% 

11.3% 

18.2% 

15.2% 

1 1 .9% 

Wisconsin 

100.0% 

80.3% 

72.2% 

10.6% 

13.2% 

11.2% 

9.8% 

West  North  Central 

100.0% 

78.4% 

CO    1  0/ 
DO.  I  Tb 

4  1    4  of 

1  3.  lTb 

10.6% 

7.2% 

14.1% 

Minnesota 

100.0% 

81.9% 

7  4  10/ 
/l  .3% 

4  A  CV 

1  4.6Tb 

10.5% 

7.4% 

11.2% 

lows 

i  yu .  \j  to 

77  Q5*, 

1  1  .  3  to 

68.1  % 

12.4% 

1  0  7% 
I  v.  i  n 

1 2.7% 

Missouri 

100.0% 

74.3% 

65.5% 

1 0.7% 

11.4% 

7.4% 

16.5% 

North  Dakota 

100.0% 

82.4% 

67.7% 

18.7% 

a 

a 

a 

South  Dakota 

100.0% 

76.5% 

64.3% 

1 6.6% 

a 

a 

17.7% 

Nebraska 

100.0% 

80.0% 

CO  10/ 

Do. 3% 

4  C  ftot 

1  9.0Tb 

7.8% 

a 

15.1% 

Kansas 

100.0% 

80.4% 

C  Q  10/ 

by  ./iik 

4  1  not 

1  3.0Tb 

9.3% 

5.4% 

14.2% 

South  Atlantic 

100.0% 

73.1% 

64.8% 

13.2% 

12.0% 

6.4% 

18.8% 

Delaware 

100.0% 

74.9% 

by  .<£% 

a 

a 

a 

17.9% 

Maryland 

100.0% 

77.9% 

CO    Q  CV 

4  4  COt 

1  1  .OTb 

10.0% 

6.0% 

15.0% 

District  of  Columbia 

100.0% 

62.7% 

co  no/ 

a 

18.2% 

a 

22.7% 

Viroinia 

*  II  U II  HQ 

1 00.0% 

76.4% 

/  U.  /  To 

Q  c.«* 
y  .DTb 

1 0.0% 

5.2% 

1  6.6% 

West  Virginia 

100.0% 

68.4% 

58.3% 

13.3% 

17.9% 

13.0% 

18.6% 

North  Carolina 

100.0% 

77.1% 

69.2% 

13.2% 

10.9% 

4.3% 

16.3% 

South  Carolina 

100.0% 

76.6% 

CO  oo/ 

4  1  lot 

1  Z.  /Tb 

12.9% 

7.9% 

14.4% 

Georgia 

100.0% 

71.5% 

c  c  10/ 
DD.2% 

4  1  10/ 

1  2.  lib 

14.2% 

8.5% 

18.2% 

Florida 

100.0% 

68.3% 

57.6% 

1 6.3% 

1 1.6% 

5.2% 

24.2% 

East  South  Central 

100.0% 

70.4% 

61.5% 

12.9% 

11.8% 

7.4% 

21.1% 

Kentucky 

100.0% 

72.3% 

62.0% 

14.9% 

10.7% 

6.7% 

21.2% 

Tennessee 

100.0% 

69.1% 

60.9% 

1 1 .9% 

13.2% 

8.3% 

21.1% 

Alabama 

100.0% 

72.5% 

64.3% 

1 1 .6% 

9.5% 

6.5% 

20.0% 

Mississippi 

100.0% 

66.6% 

57.6% 

14.2% 

14.6% 

8.1% 

22.6% 

West  South  Central 

100.0% 

69.9% 

62.5% 

10.7% 

9.8% 

5.2% 

23.4% 

Arkansas 

100.0% 

64.4% 

56.6% 

1 1 .6% 

16.9% 

9.3% 

24.3% 

Louisiana 

100.0% 

72.4% 

62.7% 

14.9% 

8.1% 

4.0% 

22.0% 

Oklahoma 

100.0% 

68.2% 

59.0% 

1 1 .3% 

10.3% 

4.4% 

25.3% 

Texas 

100.0% 

70.3% 

63.9% 

9.4% 

9.2% 

5.1% 

23.2% 

Mountain 

100.0% 

74.7% 

65.3% 

1 2.6% 

9.6% 

3.8% 

19.4% 

Montana 

100.0% 

74.2% 

62.1  % 

1 5.4% 

1 1.5% 

a 

18.4% 

Idaho 

100.0% 

74.2% 

64.2% 

1 4.5% 

a 

a 

21.2% 

vvyuii  ui  ly 

1  nn  nt. 

77  f\°L* 

1  1  . 0  to 

69.0% 

a 

8 

a 

a 
a 

Colorado 

100.0% 

77.2% 

68.1% 

12.3% 

7.1% 

3.4% 

18.4% 

New  Mexico 

100.0% 

64.8% 

C7  oo/ 
D  1  .D7D 

O  Qot 

16.2% 

6.9% 

23.3% 

Arizona 

100.0% 

73.7% 

62.0% 

13.9% 

9.6% 

a 

21.4% 

Utah 

100.0% 

80.8% 

74.2% 

9.5% 

7.5% 

a 

13.9% 

Nevada 

100.0% 

73.0% 

63.3% 

14.2% 

10.6% 

a 

21.3% 

Pacific 

100.0% 

70.3% 

62.6% 

10.9% 

13.3% 

9.1% 

20.2% 

Washington 

100.0% 

75.0% 

65.2% 

15.3% 

13.6% 

8.0% 

16.5% 

Oregon 

100.0% 

77.9% 

67.1% 

14.9% 

8.7% 

4.5% 

17.1% 

California 

100.0% 

68.3% 

61.5% 

9.5% 

13.7% 

9.9% 

21.4% 

Alaska 

100.0% 

76.6% 

62.4% 

20.7% 

a 

a 

17.4% 

Hawaii 

100.0% 

80.6% 

70.7% 

14.0% 

13.8% 

a 

1 1 .8% 

Source:  Employee  Benefit  Research  Institute  tabulations  of  the  March  1986  Current  Population  Survey. 
a--Number  too  small  to  be  statistically  reliable. 
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3.    WHY  IS  THE  UNINSURED  POPULATION  GROWING? 
by  Stephen  Long 

That  the  uninsured  population  has  grown  over  the  1980s  is  clear.  Several 
plausible  explanations  have  been  suggested.  The  purpose  here  is  to  present 
the  results  of  some  very  preliminary  findings  on  the  relative  importance  of 
the  various  factors  that  may  be  contributing  to  the  growth  in  numbers  of 
uninsured. 

An  obvious  possibility  is  growth  in  the  general  population.  Plausible 
though  it  is,  this  explanation  only  accounts  for  one-fifth  of  the  growth. 
Between  1980  and  1986,  the  population  grew  about  5  percent.  The  uninsured 
(nonelderly)  population  grew  about  25  percent. 

Another  possibility,  which  seemed  very  plausible  when  the  1982-1983  data 
were  coming  out,  is  that  it  was  the  effect  of  the  recession  on  unemployment. 
People  lost  their  jobs — and  with  them  their  health  insurance — according  to 
this  argument.  It  now  appears  to  be  wrong.  If  this  were  a  cyclical 
phenomenon,  the  economic  recovery  of  the  last  few  years  would  have  led  to  a 
drop  in  the  number  of  uninsured.  Instead,  it  has  continued  to  grow,  in  the 
face  of  reductions  in  unemployment,  though  relatively  slowly  in  the  last  two 
years. 

A  third  possibility,  which  is  currently  a  popular  hypothesis,  is  that  the 
industrial  composition  of  our  economy  is  changing.  The  work  force  is  moving 
out  of  heavy  manufacturing,  according  to  this  argument,  into  services  (such  as 
retail  trade)  which  have  traditionally  had  low  rates  of  employer-based 
coverage.  My  estimates  indicate  that  this  also  explains  little  of  the  trend. 
I  calculated  that  coverage  fell  from  86  to  84  percent  between  1980  and  1986. 
Changing  industrial  composition  accounted  for  two-tenths  of  one  percent  of 
that  change.  Since  it  takes  a  very  long  time  for  large  shares  of  the  work 
force  to  move  from  industry  to  industry,  in  retrospect  at  least  this  result 
seems  reasonable. 

Some  people  have  argued  that  cutbacks  in  Medicaid  have  contributed  to  the 
trend.  This  does  not  appear  to  be  true.  Analysis  of  HCFA  2082  records  data 
on  state  Medicaid  programs  indicates  that  Medicaid  recipiency  almost  kept  up 
with  the  population  growth  among  the  nonelderly  poor  during  the  1980-1985 
period.* 

A  final  factor  that  we  cannot  get  any  explanatory  power  from  is  changing 
work  patterns  from  full  time  (covered)  to  part-time  (uncovered)  employment. 
So  what  is  the  story?  There  seems  to  be  a  general  reduction  in  the  relative 
role  of  employer-based  insurance.  It  could  be  that  employers  are  now  simply 
less  likely  to  offer  insurance  coverage.  It  could  be  that  employee 
contributions  are  rising,  and  employees,  therefore,  are  not  accepting 
insurance  offers  or  not  covering  their  dependents.  Our  data  do  not  allow  us 
to  distinguish  between  these  two  situations.  The  latter  seems  more  likely 
than  the  former,  however,  because  it  does  appear  that  deDendent  coverage  is 
falling  off,  whereas    workers    who  are    covered  in    their  own  name    seem  to  be 


It  is  true,  however,  that  the  poverty  population  grew  much  more  rapidly 
than  the  nonelderly  population,  and  Medicaid  recipiency  did  not  keep  pace 
with  that  growth. 
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a  pretty  steady  share  of  the  population.  The  possibility  that  people  are 
dropping  dependents  from  employer-based  policies  is  consistent  with  Deborah 
Choi  let's  point  about  growth  in  the  number  of  children  who  are  in  families 
where  there  is  a  parent  who  is  covered  and  not  the  child. 

Several  other  hypothesis  have  been  put  forward  that  seem  plausible,  though 
I  have  not  had  a  chance  to  examine  them  yet.  One  is  changing  family 
composition.  We  are  moving  towards  more  single  parent  families;  in  this 
situation  there  is  less  likely  to  be  another  parent  to  generate  insurance 
coverage.  Another  is  an  increase  in  the  number  of  immigrants  not  eligible  for 
public  programs.  A  third  is  that  Health  Maintenance  Organization  (HMO)  growth 
is  somehow  deceiving  the  CPS  in  that  people  answering  the  CPS  questions  do  not 
think  of  HMO  memberships  as  a  form  of  insurance.  Medicare  cutbacks  on  the 
disability  roles  also  may  have  a  small  amount  to  do  with  all  of  this. 

Now  let  me  change  the  issue  somewhat  and  consider  the  question  of  how 
severe  the  problem  of  the  uninsured  is  from  a  different  point  of  view.  Does 
the  duration  of  noncoverage  make  a  difference  to  the  severity  of  the  problem? 
Does  it  make  any  difference  whether  the  more  than  30  million  uninsured 
represent  the  same  people  year  in  and  year  out,  or  whether  you  are  really 
looking  at  a  revolving  door  and  every  person  who  is  uninsured  is  only 
uninsured  for  three  or  four  months  and  then  replaced  as  another  moves  through 
the  door? 

In  my  judgment,  duration  may  well  make  a  difference,  if  only  because  some 
health  care  needs  can  be  handled  by  either  stocking  up  on  care  when  you  are 
insured  or  catching  up  when  you  get  reinsured.  To  try  and  find  out  the 
incidence  of  what  I  shall  call  chronic  uninsurance,  I  looked  at  data  from  the 
Survey  of  Income  and  Program  Participation  (SIPP),  using  a  sample  of  about 
9,000  who  were  in  the  survey  over  a  16-month  period  of  4-month  interviews  and 
were  uninsured  at  least  once  during  that  period. 

About  a  third  of  them  were  uninsured  for  four  months  or  less.  Another 
third  were  uninsured  for  somewhere  between  5  and  12  months.  The  rest  were 
uninsured  for  more  than  a  year.  It  should  be  noted  that,  unlike  the  CPS 
estimates,  these  estimates  tend  to  undercount  the  duration.  There  are  a  lot 
of  people  in  the  survey  who  were  uninsured  at  the  first  observation  point  or 
uninsured  at  the  end  of  the  16-month  observation  period.  Their  durations  were 
longer  than  estimated,  but  of  course  we  don't  know  how  much  longer. 

About  15  percent  of  the  fully  employed,  about  18  percent  of  those  who 
worked  part  of  the  time,  and  about  45  percent  of  the  unemployed  were 
chronically  uninsured. 

A  final  issue  on  which  I  have  some  results  is  access  to  care  for  the 
uninsured.  The  data  source  here  is  the  1982  Health  Interview  Survey.  We 
looked  at  use  of  physician  services  and  hospital  services  by  those  with 
private  insurance,  HMO  membership,  and  no  insurance.* 


Persons  who  were  elderly,  had  more  than  one  type  of  insurance,  or  who  were 
on  Medicaid  were  excluded. 
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On  the  physician  side,  the  uninsured  have  annual  use  levels  that  are  about 
75  percent  of  the  use  levels  of  the  privately  insured,  and  about  50  percent  of 
the  use  levels  of  HMO  members.  This  simply  says  that  the  HMO  physician  use 
level  is  higher  than  the  private  insurance  physician  use  level.  About  half 
the  difference  is  due  to  the  higher  probability  of  not  seeing  a  doctor  at  all 
during  the  year,  and  about  half  is  due  to  a  lower  number  of  visits  among  those 
who  have  seen  a  physician  during  the  year. 

On  the  hospital  side  the  uninsured  have  use  levels  that  are  over  50 
percent  below  the  levels  of  use  that  privately  insured  people  have,  and  about 
25  percent  below  HMO  use  levels.  The  source  of  the  difference,  unlike  with 
physician  use,  comes  entirely  from  differences  in  the  probability  of 
hospitalization,  not  from  length  of  stay  once  hospitalized.  This  is  very 
similar  to  the  effect  of  cost-sharing  identified  in  the  RAND  Health  Insurance 
Experiment.  It  affects  whether  you  go  to  the  hospital  but  not  what  happens 
once  you  are  there. 
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4.  DISCUSSION 


ROBERT  CRITTENDEN:  I  would  like  to  round  out  the  two  presentations  with 
some  comments  about  work  we  have  done  in  Washington. 

Using  both  CPS  data  and  state  data  from  a  marketing  survey,  we  found  that 
in  most  instances,  except  for  some  local  variations,  our  figures  were  similar 
to  those  of  Long  and  Choi  let. 

One  of  our  concerns  was  whether  the  percentages  of  uninsured  from  the  CPS 
data  represent  people  who  are  truly  uninsured.  So,  we  included  some  questions 
about  insurance  status  in  our  statewide  marketing  survey.  We  ask  about 
insurance  in  two  ways.  First:  Are  you  covered  by  Medicaid,  or  by  other 
categories  listed  in  the  CPS?  Then:  Are  you  on  food  stamps,  have  you  been  on 
welfare  etc.?  By  asking  the  questions  this  way  we  picked  up  9.2  percent  of 
the  people  who  initially  said  they  were  uninsured  but  were  actually  covered  by 
Medicaid.  We  adjusted  our  estimate  of  the  uninsured  population.  I  should 
note  that  we  restricted  our  survey  to  those  in  families  under  200  percent  of 
the  federal  poverty  level;  we  decided  as  State  policy  not  to  subsidize 
insurance  for  families  with  incomes  above  that  level. 

We  were  also  interested  in  the  number  of  uninsured  children.  According  to 
the  CPS,  one  in  four  children  under  six  in  our  state  is  uninsured.  Just  as 
Deborah  Choi  let  indicated,  we  found  that  many  were  children  of  employed 
people,  and  a  considerable  number  were  children  of  insured  people. 

Concentration  of  the  uninsured  by  industry  in  our  state  is  also  consistent 
with  national  figures.  We  found  that  almost  one-half  of  the  employed  and 
uninsured  (49  percent)  are  in  the  service  sector,  including  financial 
services.  It's  a  pretty  big  number.  Sales  account  for  35  percent, 
agriculture  and  fishing  12  percent  (which  was  a  major  political  concern  in  the 
state),  manufacturing  about  7  percent,  and  construction  for  about  2  percent. 
Our  construction  sector  appears  not  to  be  a  major  problem,  perhaps  because 
they  are  unionized. 

With  respect  to  coverage  of  dependents,  unfortunately  our  survey  sample 
was  not  very  big  and,  therefore,  not  very  powerful.  Further  inquiry  would  be 
helpful.  We  found  that,  of  all  the  people  who  are  employed  and  had  insurance, 
77  percent  had  employer-sponsored  coverage  available  for  dependents.  The 
employer  paid  the  total  premium  in  only  7  percent  of  the  cases,  part  in  28 
percent,  and  none  in  57  percent. 

I  would  like  to  come  back  to  our  survey  of  persons  in  families  with 
incomes  below  200  percent  of  poverty  with  someone  in  the  family  uninsured.  In 
this  segmented  population  about  15  percent  of  the  people  were  insured. 
Interestingly,  of  those,  28  percent  never  had  insurance.  Of  those  who  were 
insured  in  the  preceding  year,  about  1.5  percent  had  Medicaid,  about  5.6 
percent  with  other  government  programs,  and  about  12.3  percent  with  private 
insurance. 

We  then  asked  why  people  are  uninsured.  Of  the  employed,  approximately  40 
percent  said  they  had  no  insurance  because  it  was  too  expensive;  about  20 
percent  said  they  were  ineligible  because  they  were  time  employed;  and  another 
20  percent  said  they  were  ineligible  because  they  did  not  work  enough  hours. 
Of  the  unemployed,  the  reason  was  predominantly  cost — about  85  percent  said 
they  could  not  buy  private  insurance  because  it  was  too  expensive. 
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This  led  to  the  next  question:  Are  you  interested  in  insurance?  We  were 
surprised  to  find  that  90  percent  of  the  people  said  they  were  interested  in 
insurance.  The  employed  and  unemployed  were  not  significantly  different  on 
this  question. 

Then  we  asked  how  much  they  could  afford  to  pay  for  coverage.  We  asked  it 
a  couple  of  ways  and  think  we  got  a  good  number.  We  found  that  the  average 
family  with  income  under  200  percent  of  poverty  is  willing  to  spend  $28  a 
month  on  health  insurance;  the  average  family  below  the  poverty  line  is 
willing  to  spend  $10-11  per  family  per  month.* 


For  further  results  of  the  survey,  see  the  discussion  in  Part  IV, 
Section  9  of  this  volume. 
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5.    EMPLOYER-BASED  COVERAGE  BY  SMALL  BUSINESSES 
by  Bill  G.  Smith 

About  a  year  ago,  (now  former)  Governor  Earl  of  Wisconsin  set  up  a  council 
for  health  care  for  the  uninsured  and  asked  me  to  serve  on  it.  Our  goal  was 
to  establish  pilot  programs  that  could  be  utilized  in  Wisconsin  with  the 
thought  of  perhaps  establishing  a  state  health  insurance  program  in  the  future. 

One  of  our  major  concerns  was  to  find  out  just  what  it  is  about  the 
uninsured  employed  population — and  particularly  the  small  business  component 
of  that  population — that  leads  them  not  to  purchase  insurance.  Further,  even 
when  indirect  coverage  (e.g.,  a  spouse's  plan)  is  considered,  a  worker  in  a 
very  small  firm  is  three  times  as  likely  as  a  worker  in  a  very  large  firm  not 
to  be  covered  by  some  form  of  employer-sponsored  group  health  insurance. 

The  purpose  here  is  first  to  present  the  results  of  a  1985  study  by  the 
Research  and  Education  Foundation  of  the  National  Federation  of  Independent 
Business  (NFIB)  "Small  Business  Employee  Benefits".  This  is  a  very 
comprehensive  study,  based  on  data  on  a  random  sample  drawn  from  the 
membership  file  of  NFIB.  The  NFIB  has  over  half  a  million  members,  about 
12,000  in  Wisconsin.  All  regular  members  of  the  NFIB  were  eligible  for  the 
study,  the  only  exception  being  a  comparatively  small  percentage  with  no 
full-time  employees.  My  second  purpose  is  to  give  you  the  results  of  a 
smaller  survey  of  NFIB  members  in  Wisconsin.  I  end  with  some  general 
observations . 

National  NFIB  Survey  Results 

Out  of  the  7,750  small  business  owners  across  the  nation  who  received  the 
survey,  there  were  1,439  usable  responses  for  a  19  percent  response  rate, 
which  is  11  percentage  points  less  than  the  NFIB  normally  experiences  in  such 
survey  studies.  Of  those  respondents,  73  percent  had  fewer  than  20  employees; 
10  percent  had  between  20  and  49  employees. 

We  found  that  65  percent  of  the  surveyed  small  business  owners  provided 
health  insurance  for  at  least  some  of  their  full-time  employees.  The  top  two 
benefits  were  vacations  (number  one)  and  health  care  (number  two). 
Approximately  two-thirds  carried  health  insurance  for  all  employees,  and  about 
one-third  carried  it  for  some  employees.  About  86  percent  provided  an  option 
for  dependent  coverage,  but  few  part-time  employees  working  in  a  small 
business  received  any  employer-sponsored  health  insurance  benefits  at  all. 
The  number  of  firms  carrying  health  insurance  for  at  least  some  full-time 
employees  had  increased  by  8  percent  since  a  similar  study  was  done  in  1978. 
Most  responsible  for  the  increase  were  financial  services  firms,  professional 
service  firms,  and  retail  firms.  Those  three  accounted  for  about  10  percent 
increase  from  1978  to  1985.  Provision  of  health  insurance  was,  indeed, 
related  directly  to  firm  size.  The  larger  the  firm,  the  more  likely  it  was  to 
have  employee  health  insurance,  whether  the  firm  size  is  measured  in  terms  of 
employees  or  annual  gross  sales.  We  found,  however,  that  the  largest  firms 
were  no  more  inclined  to  provide  health  insurance  in  1985  than  they  were  in 
1978,  and  perhaps  even  a  little  less.  This  leads  us  to  conclude,  by 
elimination,  that  health  insurance  coverage  appears  to  be  i  ncreas  i  ng  in  the 
small  business  community,  since  there  was  an  overall  increase. 
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Health  insurance  premiums  are  expensive.  The  average  firm  purchasing 
health  insurance  according  to  our  study  spends,  approximately  $1,750  per  month 
for  coverage.  That  is  more  than  double  the  sum  spent  in  1978  for  equivalent 
coverage.  We  have  to  remember,  of  course,  that  health  care  costs  rose  over  84 
percent  during  the  same  period.  We  also  know  from  the  NFIB  study  that  health 
insurance  premiums  represented  a  sizable  portion  of  the  total  cost  of  an 
employee's  benefit  package.  In  fact,  the  cost  of  health  insurance  accounted 
for  nearly  75  percent  of  the  total  benefits  voluntarily  provided.  It  is 
clear,  therefore,  that  no  matter  how  it  is  measured,  health  insurance  costs 
constitute  a  very  large  share  of  small  business  employee  benefits. 

The  median  small  employer  cost  of  insurance  p_er  employee  is  somewhere 
between  $75  and  $99  per  month.  One-fifth,  however,  absorbed  a  monthly  cost  of 
$150  per  employee.  Median  cost  per  employee  with  dependent(s)  was  $125  per 
month . 

Part  of  the  reason  small  employers  face  such  large  health  insurance  costs 
was  that  more  than  two-thirds  of  them  paid  the  entire  premium  and  nearly  nine 
out  of  ten  (87  percent)  paid  more  than  half  of  the  premium.  Interestingly, 
the  larger  the  firm  the  smaller  proportion  of  the  premium  is  paid  as  a  fringe 
benefit.  Of  those  with  insurance  and  annually  grossing  $100,000  to  $199,999, 
72  percent  picked  up  the  entire  premium.  Those  are  really  the  mom  and  pop 
firms,  as  we  affectionately  call  them.  In  the  $200,000  to  $4,999,000  range, 
the  employer  paid  about  60  percent  of  the  premium.  Firms  grossing  over  5 
million  paid  closer  to  40  percent. 

Employers  that  did  not  provide  health  insurance  typically  gave  straight 
financial  reasons.  Half  of  those  without  insurance  cited  premiums  being  too 
high  or  profits  being  too  low — two  sides  of  the  same  coin.  This  is  the  same 
pattern  as  in  1978.  Another  19  percent  said  the  firm  could  not  qualify  for 
group  coverage.  The  inability  to  qualify  as  a  group,  whether  it  be  real  or 
only  perceived,  was  most  pronounced  among  respondents  employing  one  to  four 
employees.  All  who  believed  they  could  not  qualify  for  group  coverage 
indicated  that  they  felt  the  reason  was  business  size. 

These,  then,  are  the  results  of  the  national  NFIB  survey.  Because  this 
issue  became  a  very  important  part  of  the  legislative  dialogue  last  session, 
and  because  we  expect  health  care  to  continue  to  be  an  important  issue  in  the 
next  session  of  the  legislature,  the  Wisconsin  chapter  of  the  NFIB  did  a 
similar,  although  much  more  limited,  study  of  its  membership  just  within  our 
state,  which  I  describe  next. 

The  Wisconsin  Survey 

Our  Wisconsin  sample  consisted  of  1,248  members,  giving  us  a  response  rate 
of  10.4  percent. 

Here  are  the  major  questions  and  answers: 

Are  your  current  health  care  needs  being  covered  exclusively  by  a  private 
health  insurance  plan? 

YES  NO  UNDECIDED 


837.  17%  0% 
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Do  your  employees  currently  participate  in  a  private  group  health 
insurance  plan  made  available  through  their  employment? 


YES  NO  UNDECIDED 

65%  35%  0% 

Are  the  dependents  of  your  employees  eligible  to  participate  in  the  group 
health  insurance  plan? 

YES  NO  UNDECIDED 

74%  24%  2% 

How  is  the  cost  of  your  group  health  insurance  program  allocated? 
(Check  one) 

Employer  pays  100%  57% 
Employee  pays  100%  7% 

Employee/employer  share  the  cost  36% 

Concluding  Observations 

That  health  care  is  an  important  national  small  business  issue  is 
evidenced  by  1800  delegates  attending  the  recently  concluded  White  House 
Conference  on  Small  Business,  who  ranked  health  care  in  the  top  5  of  72 
recommendations.  The  first  suggestion  that  small  business  owners  made  in 
their  meetings  leading  up  to  the  White  House  conference  was  that  taxation  of 
health  benefits  should  be  equitable  for  all  forms  of  business  (notably  for 
unincorporated  self-employed  businesses).  Now  the  Tax  Reform  Act  took  a  step, 
a  small  one,  in  allowing  the  deductibility  up  to,  I  believe,  40  percent  of  the 
health  insurance  premium  paid  by  an  incorporated  business.  We  would  have 
liked  to  have  seen  unincorporated  businesses  treated  the  same  on  that. 
However,  it's  a  significant  tax  reform  that  should  help  small  firms  provide 
health  care  coverage  for  their  employees.  Small  business  owners  also  endorsed 
the  elimination  or  significant  curtailment  of  state  mandated  benefits. 
Finally,  they  felt  that  competition  among  certain  health  services  should  be 
increased  via  deregulation. 

Let  me  end  by  sharing  with  you  the  predictions  of  the  national  study  of 
the  NFIB  with  respect  to  employer-based  health  insurance  coverage  as  we  move 
into  the  next  decade. 

The  NFIB  study  concludes,  and  I  share  this  conclusion,  that  there  will  be 
some  further  increase  in  employer-based  coverage  by  small  businesses,  but  that 
there  is  no  reason  to  expect  any  suostantial  increase  (such  as  what  happened 
between  1978  and  1985).    Their  reasoning  is  as  follows: 

On  the  positive  side,  reductions  in  health  care  cost  increases  should 
translate  into  more  reasonable  insurance  costs,  although  they  are  still  rising 
faster  than  inflation.  This  will  make  insurance  more  affordable.  A  second 
plus  is  that  trade  associations  show  every  sign  of  maintaining  if  not 
increasing  their  insurance-related  activities.  These  activities  should 
continue,  according  to  the  authors  of  the  study,  to  provide  smaller  and  often 
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less  affluent  firms  access  to  group  coverage.  A  third  plus  is  that  health 
insurance  is  increasingly  accepted  as  a  condition  of  employment.  Small  firms 
are  going  to  need  to  compete  for  employees,  and  we  know  that  the  service 
industries — those  representing  a  significant  part  of  the  problem  as  we  speak 
today — are  the  fastest  growing  segment  of  the  small  business  community. 
Finally,  the  market  from  this  perspective  is  pushing  greater  direct  coverage. 

On  the  negative  side,  small  business  profitability  was  very  high  in  1978 
and  reasonably  high  in  1985.  This  makes  it  doubtful  that  similarly  favorable 
economic  conditions  can  stimulate  much  more  coverage.  And  poorer  conditions 
can  do  the  opposite,  of  course.  A  second  minus  is  that  there  will  always  be 
differences  in  profitability;  there  will  always  be  some  firms  with  an 
affordabi 1 i ty  problem. 

In  addition  to  these  negative  reasons,  it  must  be  remembered  that  there 
are  employee-related  causes  for  not  providing  insurance.  The  increasing  use 
of  part-time  labor  and  secondary  wage  earners,  for  example,  may  cause  the 
provision  of  health  insurance  to  decline. 
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6.    ALTERNATIVE  FINANCING  STRATEGIES 
by  Donald  Cohodes 

I  would  like  to  start  by  talking  about  several  myths  that  surround  the 
problem  of  uncompensated  care  and  the  availability  of  insurance.  Then  I  want 
to  talk  about  strategies  and  financing  vehicles.  I  shall  end  by  talking 
briefly  about  what  you  might  want  to  consider  doing  and  what  kind  of  caveats 
to  bear  in  mind  when  you  go  about  doing  it. 

Myths 

The  first  myth,  which  you  hear  when  you  talk  to  people  in  the  insurance 
business,  is  that  Medicaid  has  solved  the  problem  for  the  poor.  As  we  have 
already  heard,  that  is  not  true.  We  know  that  Medicaid  covers  less  than  half 
of  those  who  are  below  the  poverty  line.  Its  coverage  is  also  inadequate  in 
many  circumstances. 

The  second  myth  is  that  the  problem  is  the  umemployed  population — that  if 
we  figure  out  a  way  to  get  people  who  don't  have  jobs  health  insurance 
coverage,  we  would  be  okay.  As  we  have  also  already  heard,  this  is  not  true. 
About  three-quarters  of  the  population  classified  as  medically  indigent  has 
some  tie  to  the  work  place. 

The  third  myth — this  is  one  of  my  favorites  and  one  that  has  received  a 
lot  of  pejorative  attention  in  the  last  two  or  three  years  or  so— is  that 
somehow  the  process  that  we  used  to  call  cost  shifting  in  the  health  care 
field  is  bad  and  we  should  do  away  with  it  immediately.  Well,  it  may  not  be 
the  most  honest  approach,  but  I  think  it  has  been  a  valuable  community  safety 
valve  to  allow  subsidies  to  go  from  those  who  have  health  insurance  to  those 
who  do  not.  It  is  a  pretty  good  behind-the-scenes  mechanism  that  has  worked 
for  many  years.  Now  we  are  beginning  to  dismantle  it  in  bits  and  pieces.  But 
I  should  tell  you,  too,  that  the  rhetoric  exceeds  the  reality  here;  a  fair 
amount  of  cost  shifting  goes  on  despite  all  the  noise  and  outrage  to  the 
contrary. 

Another  myth  is  that  there  is  one  and  only  one  solution  to  this  problem. 
As  we  have  also  heard,  the  medically  indigent  population  comprises  many 
subsets:  the  employed  uninsured,  the  unemployed  uninsured,  dependents, 
migrant  workers,  part-time  workers,  and  other  groups.  It  would  be  unrealistic 
to  believe  that  one  strategy  will  do  it.  Different  approaches  worK  best  for 
different  segments  of  the  population  and  different  regions;  we  ought  to 
recognize  this  and  target  programs  accordingly.  The  uninsured  and  indigent 
care  problem  is  a  national  problem;  but  its  distinguishing  characteristic  is 
its  local  variation.  There  are  twists  and  turns  to  it,  so  that  every 
community,  every  state,  and  every  locality  has  to  figure  out  what  its 
particular  problem  is.  In  some  cases,  it  may  be  more  of  a  problem  of  the 
low-income  population,  in  others  it  may  be  the  working  population,  in  others 
it  may  be  the  unemployed. 

Another  myth  is  that  the  best  way  to  solve  this  problem  is  simply  to  give 

money  to  institutions.    They  are  the  places  that  render  care,  and  they  are  the 

most  appropriate  place  to  begin  to  solve  this  problem.     I  do  not  think  the 

additional    health    care    dollar  goes    very   far    in    institutions;    it  simply 

reinforces    the    existing    modes  of    delivering    care.      If    you    give  the 

decision-making  to  institutions  you  preclude  the  opportunity  to  find  more 
cost-effective  solutions. 
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The  final  myth  I  want  to  debunk—this  one  is  pervasive  and  one  of  the 
subtle  and  difficult  problems  facing  us  when  dealing  with  the  medically 
indigent — is  that  everyone  ought  to  get  the  same  health  insurance  benefits  and 
everyone  is  entitled  to  Cadillac  (rather  than  Chevrolet)  care.  This  is  a 
particular  problem  in  a  number  of  states  that,  for  instance,  have  expensive 
mandated  benefits  which  make  it  impossible  to  market  a  product  that  might  have 
some  appeal  and  that  might  be  more  affordable.  This  difficulty  will  get  worse 
because  the  future  is  increasingly  bleak.  The  growth  in  the  numbers  of 
uninsured  has  not  been  small,  and  there  is  no  reason  to  believe  that  growth 
will  abate.  This  changes  part  of  the  game  plan  and  the  strategy  for  what  to 
do  about  the  problem.  As  someone  has  said,  the  problem  with  today  is  that  the 
future  is  not  what  it  used  to  be. 

Alternative  Financing  Strategies 

Probably  the  first  strategy  to  consider  is  to  expand  the  availability  of 
health  insurance.  This  can  be  done  from  the  government  side,  it  can  be  done 
from  the  private  sector  alone,  or  it  can  be  done  by  public-private  joint 
ventures . 

Let  us  review  the  options  quickly  and  talk  about  feasibility  and 
likelihood  for  a  moment.  First,  there  is  Medicaid  expansion.  I  have  heard 
that  drum  beat  for  quite  some  time,  and  I  can't  help  but  feel  it  is  one  of  the 
right  themes.  However,  what  you  are  seeing  today  with  Medicaid  expansion  is 
simply  a  recapture  of  the  cutbacks  that  occurred  in  the  late  1970s  and  the 
early  1980s.  We  have  not  seen  a  full-blown  expansion  of  Medicaid,  and  we  are 
not  likely  to.  Let  me  pose  it  a  different  way.  If  you  were  giving  advice  to 
someone  in  the  state  legislature  as  some  of  you  might,  or  to  a  governor,  is 
Medicaid  expansion  the  type  of  issue  that  would  get  you  reelected?  I  would 
argue  that  it  is  certainly  not. 

Second,  the  government  can  get  involved  in  development  of  risk  pools. 
This  is  a  really  tricky  strategy,  because  risk  pools  for  the  uninsurable  are  a 
contradiction  in  terms.  The  principle  of  insurance  is  to  subsidize  the  higher 
risk  person  within  a  pool  with  the  lower  risk  ones.  But  you  cannot  cross 
subsidize  in  a  pool  for  the  uninsurables.  If  the  only  way  that  you  can 
address  the  problem  is  to  subsidize  insurance,  that  is  fine.  Develop  a 
subsidy  through  the  state,  and  do  it  through  sleight  of  hand,  if  you  can.  But 
let's  recognize  it  for  what  it  is.    It's  a  subsidy  program,  not  a  risk  pool. 

Other  kinds  of  pooling  arrangements  have  been  proposed  by  different  state 
governments  to  expand  the  availability  of  health  insurance  to  those  who  are 
uninsured  but  not  uninsurable.  These  involve  various  methods  of  decoupling 
Medicaid  from  its  welfare  tie  and  expanding  it  to  cover  the  working  poor  and 
the  near  poor.  Those  approaches  also  have  all  kinds  of  mechanical  and  other 
associated  problems.  I  would  like  to  be  more  optimistic,  but  I  can  only 
believe  that,  even  in  the  best  of  all  words,  risk  pool  arrangements  can  only 
help  a  small  part  of  the  population;  they  are  not  an  overall  solution. 

However,  government  can  play  another  very  important  role,  through  the  use 
of  tax  incentives.  If  you  want  to  encourage  the  purchase  of  health  insurance, 
What  kind  of  subsidy  do  you  want  to  provide  and  how  do  you  want  to  provide  it? 
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For  many  years  we  did  encourage  the  purchase  of  health  insurance,  and  we 
still  do  provide  a  substantial  subsidy  for  the  purchase  of  health  insurance 
through  the  tax  system.  But,  what  about  the  small  employer  who  has  low-income 
employees?  What  about  the  self-employed  person?  What  kind  of  signals  do  you 
want  to  provide  to  that  individual  or  business?    What  kind  of  tax  treatment? 

Another  way  to  expand  the  availability  of  health  insurance  that  is  often 
advanced  is  through  the  offering  of  new  insurance  products  from  the  private 
sector.  Blue  Cross  and  Blue  Shield  Plans  around  the  country  are  being  beaten 
up  because  they  do  not  have  a  new  insurance  product  that  somehow  is 
affordable,  accessible,  and  available  that  ends  all  our  problems.  There  is  a 
big  and  obvious  problem  with  this.  If  you  are  in  the  insurance  business,  why 
in  the  world  do  you  want  to  pursue  the  worse  risks?  Is  that  attractive  to 
you?    Is  that  what  you  want  to  do? 

We  have  had  some  experience  in  trying  to  develop  product  offerings  that 
would  appeal  to  the  low-income  population  and  by  and  large  we  have  not  been 
successful.  For  example,  we  have  tried  in  some  places  on  a  temporary  basis  to 
sell  catastrophic-type  policies,  basically  high  front-end  deductibles  and 
back-end  coverage.  We  have  also  offered  limited  benefit  packages.  But  we 
cannot  sell  them.  Marketing  is  tough.  You  get  to  small  groups,  and  the  issue 
of  affordabi  1  i ty  is  a  tough  one.  What  price  is  someone  willing  to  pay  for 
this  particular  good?    We  have  found  out  that  it  is  not  very  high. 

In  some  settings  you  are  constrained  to  offer  a  certain  benefit  package. 
This  again  is  difficult,  though  we  are  not  giving  up  on  it.  I  think  some 
small  products  will  develop  that  will  fit  into  parts  of  the  market.  But  I  do 
not  see  a  main  stream  product  on  the  horizon  right  now. 

Another  activity  that's  basically  a  public/private  activity,  which  I  saw 
from  a  different  perspective  when  I  worked  with  the  Robert  Wood  Johnson 
Foundation,  was  to  try  to  get  private  sector  coalitions  to  get  different 
community  groups  together  to  share  the  burden. 

The  Foundation  went  to  a  couple  of  communities  around  the  country  and 
asked  them  to  help  the  Foundation  put  together  a  benefit  package  that  would 
draw  in  the  employed  uninsured.  They  tried  to  work  out  things  with  all  the 
affected  parties;  they  got  providers  to  take  discounts;  they  got  employers  to 
agree  to  hold  the  providers  harmless  for  their  own  business.  They  also  got 
large  employers  to  subsidize  the  premiums  of  small  employers,  in  effect, 
reinventing  community  rating.  We  are  trying  to  get  some  of  these  products  out 
in  the  market.  But,  we  are  still  having  trouble  discerning  what  small 
businesses  are  interested  in.  We  may  find  the  product  is  unaffordable  at  any 
price. 

I  would  like  now  to  examine  another  strategy  that  is  frequently 
discussed:  stretching  the  health  care  dollar  to  make  it  go  as  far  as  we 
possibly  can.  Stretching  the  health  care  dollar  is  in  some  respects  one  of 
the  great  illusions  that  we  all  live  with.  We  thinK  if  we  can  just  somehow 
take  all  the  lessons  from  the  private  sector  with  managed  care  and  alternative 
delivery  systems,  layer  them  on  top  of  the  poor  population,  and  '■eap  great 
benef i  ts . 

Let  me  tell  you  why  I  am  a  skeptic  about  that.  First,  I  believe  that  a 
spillover  effect  has  already  taken  place  because  the  reimbursement  policies  of 
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Medicare  and  private  insurers  have  led  physicians  and  other  providers  to  alter 
their  practice  style.  Since  at  least  some  of  these  will  not  differentiate 
their  practice  style  based  on  the  nature  of  the  payer,  there  is  a  spillover 
effect,  and  Medicaid  and  other  low-income  population  groups  may  have  already 
been  the  beneficiary  of  that  change.  So  I  would  suggest  to  you  that  the  net 
effect  of  introducing  managed  care  type  programs  into  Medicaid  is  not  going  to 
be  anywhere  near  as  large  as  you  might  expect. 

Second,  there  is  the  feasibility  question.  Managed  care  and  alternative 
delivery  systems  have  been  approaches  that,  by  and  large,  have  been  marketed 
to  middle-  and  upper-income  groups.  Are  they  going  to  work  for  low-income 
populations,  or  with  less  educated  population  groups?  Is  it  going  to  be 
feasible?    I  don't  know.    But  I  want  to  raise  the  question. 

Third,  there  is  some  notion  that  if  we  do  a  better  job  of  underwriting  or 
program  administration  we  will  be  able  to  achieve  substantial  savings. 
Randall  Bovbjerg  has  done  a  lot  of  work  on  that  subject,  and  discusses  it  in 
Part  III  of  this  volume.  I  think  the  short  answer  to  that  is  there  are  no  big 
savings  there. 

The  final  way  to  stretch  the  health  care  dollar  is  to  do  a  much  better  job 
of  collecting  existing  bad  debts.  Basically  there  is  a  lot  of  debt 
forgiveness  in  the  system.  That  does  a  curious  thing.  If  you  are  a  provider 
and  you  forgive  debt,  you  are  encouraging  people  not  to  buy  health  insurance 
by  allowing  them  to  get  away  with  it     I  think  that's  a  bad  practice. 

Now  I  want  to  make  a  few  critical  comments  about  mandated  coverage  of 
benefits.  The  first  point  is  that  mandates  stimulate  a  commitment  to  Cadillac 
care.  I  checked  with  our  actuaries  and  got  a  few  figures  from  different 
places,  and  mandates  are  not  cheap.  You  pay  for  what  you  get.  For  example, 
mandated  benefits  for  mental  health  cost  9  percent  of  the  benefit  package.  In 
Maryland  in  1984  all  mandated  benefits  totaled  about  12  percent  of  the  total 
benefit  cost,  with  mental  health  taking  up  three-quarters  of  that  12 
percent—that  accounts  for  about  $90  million  out  of  the  $770  million  that  was 
paid  out  in  total  benefit  costs  for  Blue  Cross  in  Maryland. 

The  second  point  is  that  we  suspect  one  of  the  consequences  of  mandated 
benefits  is  the  trend  towards  self-insurance.  This  is  a  curious  consequence. 
The  most  charitable  interpretation  of  mandated  benefits  is  an  attempt  to 
expand  the  comprehensiveness  of  health  insurance.  One  of  its  consequences, 
however,  is  the  creation  of  incentives  for  employers  to  self-insure,  in  order 
to  opt  out  of  the  expenses  associated  with  mandates.  So  the  net  effect  may 
not  be  an  increase  in  comprehensiveness.  It  may  increase  the  cost  of  health 
care  for  the  marginal  purchaser  of  health  care  and  drive  them  out  of  the 
health  care  market. 

The  third  point  is  more  specific,  and  has  to  do  with  the  mandate  being 
proposed  to  cover  the  cost  of  Alzheimer's  Disease.  Our  actuaries  ran  some 
numbers,  and  in  Maryland  and  Massachusetts  ball-park  estimates  were  anywhere 
from  $270  million  at  the  low  end  (Maryland)  to  $375  million  at  the  high  end 
(Massachusetts).    These  are  not  small  numbers. 

I  would  like  to  end  with  a  brief  discussion  of  financing.  Let  us  not  kid 
ourselves.  There  are  not  the  bucks  to  go  around.  There  have  not  been 
historically,  and  it  is  unrealistic  to  believe  there  will  be  in  the  future. 
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The  self-accommodation  practices  of  hospitals,  or  cost  shifting,  is  declining, 
and  there  will  not  be  as  much  opportunity  to  cost  shift  in  the  future.  The 
approach  of  mandating  coverage  increases  the  cost  of  health  insurance,  and  has 
the  likely  consequence  of  driving  out  the  marginal  purchaser  of  health 
insurance. 

To  the  extent  that  you  want  to  finance  with  taxes,  I  would  argue  that  the 
best  way  to  go  about  doing  this  is  to  get  the  broadest  tax  base  you  possibly 
can.  Depending  upon  your  constituency  and  your  environment,  sales  taxes  might 
be  practical,  even  though  they  have  a  regressive  aspect  to  them.  Property 
taxes  are  being  proposed  in  some  cities  around  the  country.  Then  you  have  sin 
taxes  (on  alcohol  and  other  bad  health  practices).  I  think  those  may  be 
expedient,  although  not  defensive  on  causal  terms  (drinking,  for  example,  does 
not  cause  medical  indigency). 

Hospital  taxes  have  a  net  effect  that  is  equivalent  to  insurance  premium 
taxes — raising  the  cost  and  driving  out  marginal  purchasers.  It  also  may 
penalize  those  who  are  already  paying  the  most. 

To  summarize:  He  must  acknowledge,  first,  that  for  some  time  to  come  we 
are  probably  going  to  be  living  with  a  structural  level  of  uncompensated 
care.  We  are  not  going  to  make  it  go  away,  we  cannot  solve  all  the  problems. 
But  we  can  reduce  the  magnitude  of  the  problem. 

Second,  we  cannot  ignore  the  fact  that  government  has  to  play  a  role  and  a 
big  role.  Whether  that  is  with  direct  provision  of  care  or  creating 
incentives  in  the  tax  system,  I  don't  think  that  there  is  any  way  government 
can  avoid  its  role. 

Third,  risk  pools  have  the  same  problem  that  Jack  Kent  Cooke  had  with 
football  coach  George  Allen  when  he  fired  him,  saying,  "I  gave  him  an 
unlimited  budget,  and  he  exceeded  it."  We  do  not  know  how  much  latent  demand 
there  is  out  there;  but  there  is  certainly  some;  how  much  will  surface  depends 
on  how  the  risk  pool  is  set  up. 

My  final  point  is  that  the  problem  ought  to  be  tackled  in  bits  and  pieces 
and  not  with  an  all  or  nothing  approach.  It  also  requires  something  that 
sounds  archaic—leadership.  We  can  put  facts  and  figures  on  the  table  until 
we  are  blue  in  the  face.  Solving  the  problem  is  going  to  require  a  political 
risk.  It's  going  to  require  some  folks  to  step  forward,  pound  the  table,  and 
make  this  a  bigger  issue. 
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7.  DISCUSSION 


RICHARD  CURTIS:  I  would  like  just  to  mention  a  couple  of  points.  First, 
there  has  been  an  important  change  in  the  Federal  Medicaid  law  that  allows 
States  to  increase  their  eligibility  thresholds  for  pregnant  women  and  infants 
(and  the  elderly  and  disabled)  up  to  the  poverty  line  without  having  to 
increase  welfare  standards.  Our  best  guess  at  this  point  is  that  about  half 
the  states  will  take  advantage  of  this  option  to  some  degree  in  1987  and  will 
expand  Medicaid  coverage  to  working  poor  individuals  and  infants  not  on 
welfare.    So  that's  an  important  option. 

Second,  with  respect  to  managed  care  options  for  the  poor  population,  a 
number  of  states  do  think  that  it  is  an  applicable  model.  He  have  something 
like  1.1  million  recipients  now  enrolled  in  HMOs  nationally  and  other  prepaid 
arrangements  under  Medicaid,  and  another  400,000  or  so  in  other  kinds  of 
alternative  managed  care  arrangements. 

In  fact,  8  to  10  percent  of  the  AFDC  population  are  enrolled  in  those 
managed  care  arrangements,  which  is  fairly  comparable  to  what  you  see  in  the 
private  sector. 

KAREN  SMITH:  I  want  to  focus  on  two  key  issues  that  people  in 
Massachusetts  are  grappling  with:  1)  What  do  we  do  about  financing?  and  2) 
What  place  does  a  program  for  the  uninsured  have  in  the  insurance  market  of  a 
state,  particularly  as  insurance  markets  are  trying  to  get  into  a  more 
competitive  framework. 

In  Massachusetts  we  have  an  uncompensated  care  pool  that  is  explicitly  a 
private  sector  liability.  Blue  Cross  in  our  state  is  about  60  percent  of  the 
group  insurance  market.  The  commercial  insurers  have  a  relatively  small  role 
in  the  group  insurance  (compared  to  Blue  Cross),  but  between  them  they  pay  for 
that  $250  million  pool,  which  is  financed  by  a  hospital  surcharge  of  about  9.8 
percent  this  year.  People  are  just  becoming  aware  of  it  in  the  business 
community,  and  the  more  they  find  out  about  it,  the  less  they  like  it. 

Thus,  people  are  very  interested  in  turning  around  what  we  do  with  both 
the  pool  and  the  hospital  surcharge.  In  terms  of  trying  to  find  a  more 
efficient  financing  mechanism,  the  same  issues  come  up  that  others  have 
mentioned:  expand  Medicaid  eligibility,  use  general  revenues,  impose  a  health 
service  tax. 

Clearly  the  payroll  tax  is  an  option  that  some  people  are  putting  on  the 
table.  They  feel  it  is  the  only  option  that  really  addresses  the  equity 
issues  in  financing.  But  the  fact  is  that  in  Massachusetts  this  is  not  a 
political  reality.  I  do  not  believe  it  will  pass  in  the  Legislature,  which 
just  passed  a  tax  cap.  Some  of  our  Special  Commission  members  are  interested 
in  a  payroll  tax  on  employers  who  are  not  offering  health  insurance  so  that 
the  burden  would  be  equitable  across  employers.  But  even  if  our  Special 
Commission  could  agree  on  a  payroll  tax,  I  do  not  think  it  would  be  acceptable 
beyond  that  group.  There  is  a  real  concern  that  if  that  kind  of  bill  goes  to 
the  Legislature,  whatever  else  ^s  tied  to  a  payroll  tax  could  be  severed. 

With  respect  to  the  amount  we  may  need,  no  one  knows  for  sure.  We  know 
roughly  the  number  of  people,  600,000;  so  we  could  need  up  to  S600  million  a 
year  total  if  we  assume  it  costs  $1000  per  year  to  insure  someone.    But  we  do 
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not  know  how  accurate  this  estimate  is.  Some  people  say  it  is  more  than 
adequate;  others  predict  that  demand  will  grow  to  a  level  we  can  never 
afford.  There  is  no  definitive  evidence  one  way  or  the  other.  The  other 
point  that  is  consistently  part  of  our  financing  discussion  is  that  no  one  is 
taking  the  availability  of  funding  for  granted.  Hopefully  there  will  be 
progress  on  this  issue  in  the  near  future. 

We  have  debated  the  value  of  trying  some  demonstration  projects,  similar 
to  those  Wisconsin  and  other  states  are  proposing,  rather  than  implementing  a 
statewide  program  immediately.  There  has  also  been  a  number  of  people  who  say 
"Let's  just  do  it.  Let's  not  monkey  around  with  demonstrations."  I  have  not 
gotten  clear,  substantive  responses  about  the  value  of  the  demonstration 
approach,  and  would  like  to  discuss  it  with  those  of  you  who  are  engaged  in  a 
similar  political  debate. 

One  important  thing  that  seems  to  have  a  fair  amount  of  consensus  in  the 
funding  discussion  among  Commission  members — and  that  includes  the  providers, 
the  consumers,  the  state  and  the  Business  Roundtable— i s  concern  about  people 
who  are  vulnerable  in  the  insurance  markets  having  equitable  access  to  care. 
A  lot  of  people  want  the  states  to  have  a  very  firm  role — political  leadership 
and  financial  leadership — in  making  sure  that  a  program  like  this  works. 
Despite  all  the  difficulty  with  the  numbers  and  disagreement  about  where  the 
money  will  come  from,  no  one  has  yet  backed  away  from  the  principle  of  wanting 
to  have  equity  in  terms  of  access  to  insurance.  That  seems  somewhat  at  odds 
with  the  other  rhetoric  going  on:  "Let's  have  free  market  competition,  and 
minimize  the  state  role  in  health  care."  But  many  people  think  of  health 
insurance  really  as  a  rationing  system,  and  people  want  some  equity  in  that. 
People  are  just  not  comfortable  with  there  being  a  very  sharp  distinction 
between  the  kinds  of  care  that  people  get  or  where  they  get  that  care. 

This  leads  into  the  issue  of  the  uninsured's  place  in  the  insurance 
market.  Currently,  there  is  no  place  in  the  insurance  market  for  the 
uninsured.  No  one  is  competing  for  them.  The  only  real  option  they  have  at 
this  point  is  Blue  Cross/Blue  Shield,  which  is  required  to  accept  anyone. 
Approximately  200,000  people  in  Massachusetts  have  this  coverage.  The 
nongroup  coverage  offered  by  Blue  Cross/Blue  Shield  has  waiting  periods  for  up 
to  three  years  for  pre-existing  conditions.  The  rates,  which  are  reviewed  by 
the  Division  of  Insurance  and  have  to  be  approved,  were  intended  to  be 
self-supporting  rates.  They  really  are  not  according  to  Blue  Cross,  which 
claims  they  sustain  large  losses  on  those  subscribers  every  year  and  end  up 
subsidizing  from  the  group  rates. 

The  small  business  insurance  market  is  coming  in  for  more  attention  in  our 
state.  Blue  Cross  does  most  of  the  small  business  underwriting  in  the  state. 
The  commercials  have  some  limited  interest.  I  think  that  small  business  may 
be  the  next  market  that  many  insurers  try  to  get  into,  but  they  would 
definitely  see  this  in  terms  of  profitability  and  operate  it  under  insurance 
principles.  This  means  there  would  probably  be  underwriting  restrictions  that 
would  skim  the  good  small  business  risk,  which  is  very  different  from  the 
kinds  of  insurance  for  the  uninsured  that  our  Commission  is  discussing  or  that 
other  states  have  proposed. 

Our  Commission  is  interested  in  providing  broadly  based  health  coverage 
for  the  insurable  among  the  uninsured.  What  this  means  in  terms  of  how  we 
subsidize    it   and   what    levels  of   income  would   be  eligible  for   subsidy  is 
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negotiable.  They  're  very  committed  to  having  an  insurance  mechanism,  and 
this  clearly  means  more  than  the  private  insurance  market  offers  now.  It  is 
something  that  will  require  state  oversight  if  not  state  administration,  and 
it  will  require  subsidies.  A  new  program  means  a  commitment  that  people  can't 
walk  away  from  once  it's  been  started. 

For  people  who  are  uninsurable,  there  is  going  to  have  to  be  some  public 
response;  a  totally  private  sector  initiative  is  not  likely.  If  an  individual 
is  going  to  cost  $100,000  per  year  to  care  for,  as  has  already  been  noted,  we 
are  not  buying  "insurance"  for  them  and  we  should  face  that.  People  are 
suggesting  a  variety  of  ways — from  Medicaid  buy-in  to  allocating  high  risk 
among  private  insurers—so  that  we  don't  kid  ourselves  that  this  group  is  an 
insurance  market. 

MICHAEL  STAPLEY:  I  would  like  to  make  several  points,  some  to  clarify, 
some  to  augment  the  discussion  so  far. 

Uninsured  Versus  Uninsurable 

We  are  interested  in  two  different  kinds  of  problems  here.  They  should  be 
kept  distinct,  even  though  I  have  noted  a  tendency  to  consider  them  as  the 
same  problem.  First,  there  is  the  problem  of  people  who  are 
uninsurable — individuals  who  have  high  health  risks  and  are  not  in  a  position 
to  acquire  group  coverage  and  who  individually  are  not  capable  of  finding  an 
affordable  policy.  Second,  we  have  a  group  of  people  who  are  insurable  at 
typical  rates  but  for  one  reason  or  another  do  not  have  insurance.  This  may 
be  because  insurance  is  not  offered  in  the  work  place,  it  may  be  because  they 
have  chosen  to  assume  those  risks  and  go  without  insurance  hoping  nothing 
happens,  it  may  be  they  are  unemployed,  etc.  The  significant  point  is  that 
the  solutions  to  these  two  problems  may  not  be  the  same. 

Problem  of  Health  Care  Cost 

As  employers  are  faced  with  the  reality  that  benefits,  specifically 
medical  benefits,  consume  a  greater  portion  of  administrative  overhead,  they 
are  naturally  looking  for  ways  to  reduce  this  impact.  But  in  many  situations, 
the  solutions  employers  come  up  with  only  increase  the  problem  of 
uncompensated  care.  First,  in  certain  situations,  employers  eliminate 
dependent  coverage  from  employer  participation  and  premium.  This  simply 
creates  another  category  of  people  who  do  not  carry  insurance.  Second, 
employers  reduce  benefits  by  broadening  the  categories  of  services  that  are 
not  covered.  When  individuals  incur  expenses  for  those  services,  it  is  as  if 
they  were  uninsured.  Third,  employers  establish  different  benefit  programs 
that  create  incentives  for  people  not  to  select  high-option  medical  coverage 
and  in  some  cases  not  to  select  medical  coverage  at  all.  This  results  in 
another  group  of  people  who  either  do  not  have  coverage  or  have  limited 
coverage.  We  must  not  forget,  in  all  our  efforts,  the  overall  problem  of  the 
rate  of  increase  in  health  care  expenditures.  To  the  extent  that  the  rate  of 
increase  continues  at  10  to  15  percent,  we  will  see  increased  efforts  on  the 
part  of  employers  to  reduce  or  eliminate  coverage. 

Problem  of  Mandates 

I  agree  that,  to  the  extent  legislatures  mandate  specific  coverages,  they 

only  exacerbate  the  problem  of  uncompensated  care.     This  may  sound   like  a 

contradiction  in  terms;  however,  please  keep  in  mind  that  legislative  mandates 
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generally  deal  with  service  needs  from  the  standpoint  of  providers  rather  than 
consumers.  As  mandates  are  put  in  place,  employers  see  one  of  two  things 
happening:  either  1)  the  overall  cost  for  providing  medical  benefits  to  their 
employees  increases,  or  2)  they  reduce  coverage  in  areas  where  they  have  the 
ability  to  do  so  within  the  requirements  of  a  specific  legislative  mandate. 
In  both  situations  there  is  the  potential  that  the  problem  of  uncompensated 
care  might  increase.  I  believe  it  is  important  for  employers  and  health  plan 
administrators  to  determine  which  benefits  they  want  to  sell  or  offer.  To  the 
extent  that  the  medical  benefit  packages  are  legislatively  mandated,  we  have 
disrupted  the  market  place  and  created  an  artificial  mechanism  for  determining 
what  is  needed  and/or  wanted. 

Broad  Based  Solutions 

As  we  consider  the  overall  problem  of  uncompensated  care  and  the  specific 
problems  of  those  people  who  are  not  insured  and  those  who  are  not  insurable, 
I  think  we  need  to  maximize  our  capacity  to  utilize  existing  resources  on  a 
broad  basis.  To  the  extent  that  any  of  the  existing  players  reduces  their 
effort,  they  will  exacerbate  the  problem.  To  the  extent  we  allow  ourselves  to 
focus  on  one  resource  as  a  solution  to  all  problems  of  uncompensated  care,  we 
dilute  our  capacity  to  find  a  good  comprehensive  solution. 

— Medicare.    Medicare  must  maintain  its  effort. 

— Medicaid.    Medicaid  must  maintain  its  effort. 

— State  Assistance  Programs.  In  states  where  special  assistance 
programs  have  been  established  to  supplement  Medicaid,  it  is 
important  that  the  effort  in  these  programs  be  maintained.  In  some 
states,  it  is  probably  important  that  such  programs  be  established  so 
there  is  some  degree  of  uniformity  across  state  boundaries. 

— Community  Efforts.  The  community  that  has  responsibility  for  and 
interest  in  medical  services  must  be  asked  to  make  a  contribution. 
It  has  always  been  of  interest  to  me  that,  many  years  ago,  physicians 
contributed  substantial  amounts  of  time  voluntarily  to  treat  people 
who  did  not  have  a  mechanism  for  financing  their  care.  In  addition, 
public  hospitals  provided  large  volumes  of  uncompensated  care  without 
concern.  In  the  new  environment  in  which  we  are  working,  there  is 
less  propensity  on  the  part  of  providers  to  provide  uncompensated 
care.  It  certainly  would  be  to  our  advantage  if  we  could  design 
systems  that  would  encourage  and  give  credit  to  providers  for 
assisting  in  the  provision  of  care  to  those  people  who  are  uninsured. 

— Insurers .  Insurers  have  not  traditionally  been  heavily  involved  in 
the  development  of  solutions  for  the  problems  of  the  uninsured  or  the 
working  uninsured.  There  is  a  significant  amount  of  expertise  in  the 
insurance  community.  I  believe  that  there  may  be  a  need  to  design 
new  products  that  are  specifically  tailored  to  the  needs  of  those 
people  who  are  presently  uninsured.  These  products  may  need  to  be 
financed  in  new  innovative  ways.  The  benefit  structures  of  these 
products  may  need  to  be  different.  In  short,  these  products  need  to 
be  designed  specifically  for  the  population  they  are  intended  to 
serve.  It  appears  to  me  that  our  insurers,  who  have  spent  many  years 
in  product  design  and  financing  of  health  care,  ought  to  be  called 
upon  to  assist  in  lending  their  expertise  to  helping  provide 
insurance  coverage  for  the  working  uninsured. 
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PART  III 
HEALTH  INSURANCE  COSTS 


1.    FRAMEWORK  AND  ANALYSIS 
by   Gary  Claxton 

The  state  profiles  in  Part  IX  of  this  volume  describe  proposals  to  address 
the  access  problems  of  the  uninsured.  Most  of  the  proposals  are  insurance 
based  and  have  the  goal  of  developing  more  affordable  coverages.  Since 
insurance  is  the  central  theme  of  most  alternatives  it  may  be  helpful  to  look 
at  health  insurance  costs  to  determine  where  alternative  programs  may  produce 
savings. 

To  provide  insurance  to  a  group  of  persons,  an  insuring  entity  must 
collect  sufficient  income  over  time  to  cover  the  claims  of  the  group  and  the 
expenses  of  providing  the  insurance  and  maintaining  the  organization.  If 
alternative  programs  are  not  subsidized  and  are  going  to  offer  more  affordable 
options  to  the  working  uninsured,  they  must  be  able  to  reduce  these  cost 
inputs  for  the  population. 

It  is  widely  assumed  that  a  significant  number  of  the  uninsured  are 
unemployed  or  working  for  small  employers.  Unfortunately,  small  employer 
groups  are  much  more  difficult  and  expensive  to  insure  than  the  large  employer 
groups  that  provide  insurance  to  most  of  the  working  population.  Claims 
utilization  for  small  groups  and  individuals  is  very  difficult  to  predict 
accurately,  so  insurance  costs  are  increased  to  compensate  insurers  for  taking 
the  greater  risk.  Marketing  and  administrative  costs  also  are  significatly 
higher  for  these  groups. 

To  understand  the  difficulties  of  insuring  this  population,  it  is  useful 
to  compare  the  relative  cost  of  insuring  a  large  employer  group  to  the  cost  of 
small  group  or  individual  insurance.'  An  article  by  Randall  R.  Bovbjerg  for 
the  Winter  1986  edition  of  Inqui ry  takes  this  approach. 

Certain  groups,  including  larger  employer  groups,  offer  a  number  of 
inherent  advantages  for  insurance  when  compared  to  smaller  groups  and 
individuals.  The  most  important  are  (1)  the  group  selection  process,  (2) 
economies  of  scale,  (3)  contributions  of  administrative  services  by  group 
policyholders,  and  (4)  continuity  of  the  group. 

Group  Selection 

a.    What  is  Group  Selection 

The  concept  of  group  selection  probably  is  the  most  important  advantage  of 
group  coverage  and  the  most  difficult  to  duplicate.  The  aim  of  group 
selection  is  to  obtain  a  group  of  persons  that  will  yield  a  predictable  rate 
of  morbidity  and  therefore  a  predictable  level  of  claims.2  The  group  must 
be  sufficiently  large  and  homogeneous  to  achieve  this  predictability. 

There  are  no  exact  specifications  for  how  large  a  group  must  be  to  be 
acceptable.  Early  insurance  contracts  required  100  members,  but  the  number 
has  been  substantially  reduced,  and  10  to  25  members  is  now  more  common.  The 
important  factors  are  that  the  number  be  large  enough  to  assure  (1)  that  the 
group  does  not  choose  insurance  deliberately  to  cover  one  or  more  bad  risks 
and  (2)  that  the  administrative  expense  is  spread  over  a  sufficient  number  of 
members . 3 
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Insurers  rely  on  a  number  of  principles  to  assure  homogeneity  of 
risks.4  The  most  important  of  these  is  that  the  purchase  of  insurance 
should  be  incidental  to  the  reason  for  the  group  to  exist.5  If  a  group  is 
organized  to  buy  insurance,  there  is  a  possibility  that  it  will  attract  a 
disproportionate  number  of  poor  health  risks.  On  average,  people  in  poor 
health  desire  health  insurance  more  than  people  with  average  health  or  good 
health.  A  group  that  may  attract  a  disproportionate  number  of  poorer  risks 
will  not  yield  a  predictable  rate  of  morbidity,  making  claims  difficult  to 
estimate  and  increasing  the  insurer's  risk. 

Another  important  factor  in  group   selection   is   that  there   should  be  a 
steady  flow  of  persons   through   the  group,   with  young  and  healthy  entrants  - 
replacing    older    and    less    healthy    persons.6     This    maintains    the  average 
morbidity  of  the  group  over  time. 

A   third   factor    is   that   most   or  all   of  the  group  must  be  covered.7 
Otherwise,  the  less  healthy  members  would  be  more   likely  than   the  healthy 
members   to  take  the  coverage.     This   is   especially   important  if  the  member 
shares  the  cost  of  the  insurance. 

A  fourth  factor  is  that  the  benefit  level  should  be  chosen  by  the  group 
policyholder,  not  the  member.8  Otherwise,  less  healthy  members  probably 
would  choose  higher  levels  of  coverage  than  healthy  members. 

It  should  be  realized  that  these   principles  are   not  absolute,  although 
they  must  generally  be  observed  in  order  to  assure  stable  pooling  of  risk. 

Program  designs  should  be  reviewed  with  insurance  professionals  or 
insurance  regulators  to  assure  that  the  population  targeted  can  be  covered 
through  a  group  approach. 

Insurers  do  not  apply  these  principles  strictly  to  every  group,  but  apply 
them  flexibly  to  accept  a  large  number  of  groups  at  standard  rates.9 

b.    Why  is  group  selection  important? 

Group  selection  is  important  because  it  permits  insurers  to  provide 
coverage  to  large  numbers  of  people  without  any  inquiry  into  each  person's 
health  status  or  the  likelihood  of  early  losses  and  claims.0  The  group 
selection  process  makes  it  probable  that  the  group  of  insureds  will  present 
the  insurer  with  a  predictable  rate  of  loss. 

In  the  absence  of  group  selection,  insurers  utilize  costly  procedures  to 
decide  whether  to  accept  individuals  and  small  groups  for  coverage  in  an 
effort  to  avoid  adverse  selection.1'  Adverse  selection  simply  is  the 
tendency  to  transfer  excess  risk.12  This  means  that  less  healthy  people 
(higher  risk)  are  more  likely  to  buy  coverage  than  people  of  average  or  above 
average  health  at  a  particular  price,  because  they  have  a  greater  expectation 
(and  likelihood)  of  incurring  health  care  costs.  If  a  significant  number  of 
higher  risk  people  join  the  plan,  the  premium  will  rise  to  reflect  the  greater 
riskiness  and  costs  of  the  pool.  The  higher  premium,  in  turn,  encourages 
average  or  lower  risk  insureds  to  leave  the  pool  or  not  to  join  the  pool, 
further  increasing  the  riskiness  of  the  pool  and  again  raising  the  premium. 
This  process  is  called  an  adverse  selection  spiral. 
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To  avoid  this  tendency  towards  adverse  selection,  insurers  often  screen 
each  individual  applying  for  nongroup  or  small  group  coverage.  This  process, 
called  medical  underwriting,  is  very  expensive  because  it  requires  the  insurer 
to  obtain  and  review  medical  information  from  each  potential  insured.  The 
cost  of  medical  underwriting  is  a  substantial  reason  why  individual  and  small 
group  coverage  is  more  expensive  to  provide  than  large  group  coverage. 

Another  advantage  of  group  selection  is  that  larger  groups  which  meet 
these  criteria  also  can  be  partially  or  fully  experience-rated  by  the  insurer, 
which  often  produces  significant  savings  for  the  group.'3 

Economies  of  Scale 

Significant  economies  of  scale  are  associated  with  group  insurance,  which 
grow  as  the  group  gets  bigger.'4  Marketing,  enrollment  and  other 
administrative  costs  per  insured  all  decrease  with  group  size.  For  example, 
it  is  significantly  cheaper  per  insured  to  bill  one  group  policy  holder  for 
100  members  than  to  send  10  bills  to  10  small  employers  or  to  send  100  bills 
to  100  nongroup  enrol  lees.  Production  and  distribution  of  enrol  lee 
information  policy  design  are  other  areas  where  economies  can  be  realized. 

Groups  of  all  sizes  can  benefit  from  economies  of  scale  to  some  degree, 
but  the  overall  value  is  smaller  for  smaller  groups.  Greater  economies  of 
scale  may  be  possible  for  smaller  groups  if  they  join  together  and  deal  with 
an  insurer  as  one  entity,  as  is  the  case  of  multiple  employer  trust  or 
association  plans. 

Contribution  of  Administrative  Services  by  Group  Policyholder 

Group  policyholders  (usually  employers)  often  perform  services  and  tasks 
that  otherwise  would  be  the  insurer's  responsibility.  Employers,  for  example, 
usually  promote  the  plan  to  employees,  process  enrollment  in  the  plan,  collect 
employee  contributions  through  payroll  deductions,  keep  track  of  which 
employees  are  eligible  to  participate,  and  distribute  plan  information  to 
workers.'5  Some  employers  may  assist  in  claims  administration,  verification 
of  eligibility  for  services,  benefit  explanation  and  other  similar  tasks.'0 
The  value  of  these  services  can  be  significant  and  is  sometimes  recognized 
specifically  in  group  contracts  with  insurers. 

The  administrative  contributions  by  group  policyholders  are  important  in 
both  large  and  small  group  contracts,  but  it  seems  clear  that  the  value  may  be 
much  greater  in  the  large  group  setting.  Larger  groups  are  more  sophisticated 
about  insurance,  and  can  undertake  more  complex  tasks,  such  as  explanation  of 
benefits,  claims  administration  and  dispute  resolution.  A  small  employer  may 
not  understand  the  coverage  much  better  than  the  employees,  and  probably  does 
not  have  the  administrative  resources  to  undertake  many  complex  administrative 
functions . 

Continuity  of  the  Group 

Larger  groups  have  several  advantages  here  as  compared  to  smaller  groups 
and  individuals.  First,  large  employers  are  likely  to  continue  to  offer 
insurance  as  an  employee  benefit.'7  The  stability  of  the  benefit  plan 
assures  an  insurer  that  the  business  will  continue,  and  may  encourage  the 
insurer  to  develop  special   products  or  administrative  systems   (which  may  be 
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more  efficient)  to  service  the  business.  Small  employers,  in  contrast, 
frequently  fail,  and  are  more  likely  to  be  forced  to  cut  back  on  health 
insurance  expenses  because  of  economic  hardships.  This  uncertainty  would 
discourage  an  insurer  from  developing  specialized  products  for  a  small 
employer. 

Second,  continuity  of  the  benefit  plan  allows  the  group  over  time  to 
undertake  more  of  the  insurer's  administrative  function.  This  may  improve  the 
plan's  performance  and  efficiency  in  the  long  run.  Smaller  employers,  even  if 
they  had  the  resources  to  undertake  the  administrative  tasks,  may  be  less 
willing  to  do  so  because  they  are  less  likely  to  continue  the  plan. 

Finally,  insurers  do  not  need  to  build  bad  debt  costs  into  large  group 
premiums  because  there  is  virtually  no  risk  that  a  large  group  will 
discontinue  premiums.  Bad  debt  and  additional  collection  costs  are 
significant  for  small  group  and  individual  contracts,  however,  and  are 
reflected  in  the  costs. 

Concl usion 

Insurance-based  strategies  to  improve  coverage  of  the  uninsured  are  very 
attractive  to  state  policymakers.  The  adoption  of  such  strategies  should  be 
carefully  considered,  however,  because  the  uninsured  may  not  meet  all  the 
conditions  necessary,  especially  those  related  to  the  "group"  concept,  for  an 
insurance  program. 

Relaxing  any  of  these  conditions  may  lead  to  unintended  adverse 
consequences.  This  does  not  mean  that  insurance  will  not  work,  but  care 
should  be  taken  in  program  design  to  assess  whether  an  insurance  program  is 
feasible  and,  if  not,  what  other  alternatives  can  be  used. 
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2.    HEALTH  INSURANCE  FOR  THE  WORKING  UNINSURED: 
A  FRAMEWORK  FOR  POLICY  DEVELOPMENT 
by   Randall  R.  Bovbjerg 

Framing  the  Issues 

Discussions  of  public  issues  should  begin  by  asking  precisely  what  the 
problem  is.  A  few  years  ago,  I  started  work  on  a  project  about  the  uninsured 
that  taught  me  most  of  what  I  know  in  this  area,  but  I  started  with  the  wrong 
question.  Going  over  my  error  may  be  helpful,  although  most  people  now  seem 
to  be  ahead  of  where  I  started.  How  the  question  is  posed  does  make  a 
difference,  as  Table  1  below  shows. 

My  initial  question  was:  Given  that  most  people  have  health  insurance, 
how  can  we  get  the  others  coverage  like  the  rest  of  us?  You'll  note  the 
hidden  assumption,  that  expanded  insurance  should  copy  what  is  provided  by 
IBM,  by  the  state  employees'  plan,  or  perhaps  by  Medicare  or  Medicaid. 
Several  other  presentations  have  referred  to  Cadillac  care,  often 
disparagingly.  Perhaps  this  old  expression  should  be  updated  to  Mercedes 
medicine.  Either  way,  it's  rather  misleading  to  imply  that  only  the 
well-to-do  are  well  covered;  when  it  comes  to  medical  coverage,  most  of  us 
employed,  middle-class  insureds  are  quite  well  off — at  considerable  expense  to 
our  employers  and  our  government  treasuries. 


TABLE  1 

Asking  the  Right  Question 
about  the  Working  Uninsured 


Wrong:       How  can  one  sell  conventional,  state  employees' 
style  coverage  to  uncovered  workers  and 
dependents,  mainly  in  low-wage  small  groups? 


Right:       How  can  one  affordably  arrange  more  prepayment 
for  some  health  care  for  many  of  those  currently 
uncovered? 


Answer:     Subsidy,  coercion,  or  unconventional  approaches 


The  key  problem  with  my  first  formulation  is  that  it  tacitly  expected  to 
expand  what  might  be  called  middle-class,  high-style  coverage  to  the  lower  end 
of  the  market,  a  population  that  has  chosen  not  to  buy  conventional  coverage 
or  cannot  afford  it.  If  you  the  state  policymaker  want  to  expand  that  model 
beyond  where  it's  purchased  voluntarily,  you  discover  that  it's  very  difficult 
to  promote  further  private  purchase  and  very  expensive  to  substitute  a  public 
plan.  If  you  want  coverage  for  the  currently  uninsured  to  be  like  the  state 
employees'  plan,  you  basically  have  to  pay  the  state  employees'  rate,  in  fact 
probably  higher,  for  a  variety  of  reasons. 
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A  better  question  with  which  to  begin  makes  more  modest  assumptions.  I 
have  come  to  phrase  it:  How  can  we  affordably  get  more  prepayment  for  much 
health  care  for  many  of  the  currently  uninsured?  For  this  gathering,  of 
course,  we're  focussing  on  the  working  uninsured,  so  we  can  for  the  moment 
pass  over  the  daunting  problems  of  the  truly  indigent,  the  unemployed,  and  the 
disabled. 

The  answer  that  we'll  come  to  for  the  working  uninsured  is  probably  some 
mix  of  mandates,  money,  and  unconventional  approaches.  First,  however,  let's 
pause  to  consider  how  middle-class  coverage  got  that  way. 

Health  Insurance  and  the  Uninsured 

By  insurance,  we  all  rather  loosely  mean  one  of  a  variety  of  financial 
arrangements,  not  at  all  limited  to  what  any  state's  insurance  code  means  by 
insurance.  In  fact,  it  would  probably  be  more  satisfactory  to  refer  broadly 
to  health  coverage  or  plans,  but  a  loose  usage  of  insurance  to  cover  various 
sorts  of  plans  is  well  accepted.  I  suppose  that  just  as  we  now  hear  about 
"nonbank  banks,"  we're  accustomed  to  the  idea  of  noninsurance  insurers. 

Classically,  health  insurance  has  meant  a  kind  of  casino  game  in  which  the 
house  bet  that  it  could  predict  medical  spending  for  various  groupings  of 
insureds.  Such  insurers  (and  here  I  include  Blue  Cross  and  Blue  Shield  plans 
as  well  as  the  so-called  commercials  like  Aetna  or  Prudential)  accept  defined 
but  uncontrolled  risks  and  gamble  on  the  future.  They  do  well  by  getting  a 
large  risk  pool,  by  avoiding  adverse  selection  (that  is,  atypi cal 1 y  expensive 
enrollees),  and  by  keeping  administrative  costs  low. 

Traditionally,  such  insurers  have  operated  at  a  remove  from  their 
i nsureds ' actual  spending  on  care,  merely  handling  the  paperwork  and  charging 
accordingly.  Taking  such  health  care  bets  on  large,  broadly  representative 
groups  traditionally  did  not  prove  too  much  of  a  gamble  because  what  the 
statisticians  call  the  "law  of  large  numbers"  makes  even  random  events 
predictable  if  you're  dealing  with  enough  of  them.  What  such  insurers  fear 
above  all  is  the  unexpected—unpredictably  bad  enrollment  patterns,  for 
example,  or  sudden  rises  in  medical  prices  or  usage. 

A  more  recent  model  of  insurance  is  the  more  "hands-on"  administration  or 
delivery  of  health  benefits  or  care.  Such  practice  started  with  traditional 
prepaid  group  practice,  now  called  staff  model  HMOs.  These  organizations  hired 
physicians  on  salary  and  built  their  own  hospitals  so  as  directly  to  provide 
medical  care.  For  such  entities,  the  key  to  success  is  less  prediction  of 
enrollees'  independent  propensity  for  medical  spending  than  direct  control  of 
that  spending — medical  management,  if  you  will,  as  opposed  to  insurance 
management. 

Today,  of  course  we  have  IPA-style  HMOs  as  well  as  many  HMO-like  entities, 
such  as  CMAs  under  Medicare.  Quite  different  entities  are  also  emerging,  such 
as  the  PPOs  (or  PPAs)  now  growing  so  quickly  in  the  private  market.  The  two 
formerly  separate  models  of  insurance  and  prepaid  care  seem  to  be  converging 
in  many  regards.  The  pure  forms  continue  to  exist,  but  there  are  a  lot  of 
blurred  lines  and  hybrid  entities. 

The  importance  of  prediction  and  selection  of  enrollees  deserves 
additional   comment.     It's   a   truism  to  note   that  any  form  of   insurance  or 
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prepaid  medical  care  differs  from  other  goods  and  services.  As  an  actuary  of 
my  acquaintance — who  shall  remain  nameless — was  very  fond  of  telling  me, 
"Insurance  is  not  like  a  loaf  of  bread,  you  know."  Annoying  as  his  repetition 
was,  he  was  absolutely  right:  For  insurance,  unlike  bread,  the 
characteristics  of  who  buys  it  affects  the  product  that  can  be  offered  and  how 
much  it  costs.  Expected  medical  spending  varies  by  type  of  enrol  lee;  all 
types  of  health  coverage  must  take  this  into  account.  Not  dissimilarly,  all 
types  of  insurers  must  also  be  wary  of  adverse  selection  that  may  bring  them 
much  more  expensive  enrol  lees  than  they  expected  when  they  set  premiums. 
Adverse  selection  for  a  health  plan  is  like  a  warped  roulettee  wheel  for  a 
casino;  the  bank  can  quickly  go  bust  if  betters  can  take  advantage  before  the 
house  can  take  corrective  measures. 

A  very  important  feature  of  this  colloquium  is  precisely  that  it  addresses 
insurance,  or  uninsurance,  not  uncompensated  care.  Lack  of  insurance  for 
workers  naturally  means  a  greater  likelihood  that  they  will  at  some  point 
prove  unable  to  pay  for  health  care.  But  the  potential  damage  to  citizens' 
health  seems  the  main  reason  for  public  concern,  not  the  likely  damage  to 
medical  providers'  pocketbooks.  Nonetheless,  it  remains  a  political  reality 
that  private  hospitals  are  often  instrumental  in  putting  these  insurance 
issues  on  the  public  agenda.  That  pub! i c  hospitals  are  typically  the  provider 
of  last  resort  for  the  uninsured  also  tends  to  influence  thinking  on  the 
matter. 

Who  are  the  people  without  health  insurance  that  we're  concerned  aoout? 
Deborah  Choi  let  has  already  capably  discussed  this  point,  but  some  reemphasis 
is  warranted  here,  as  in  Table  2. 


TABLE  2 
"The"  Problem 


•      Uncovered  workers,  disproportionately  in  small  workplaces,  typically 
with  poorer  wages 

t      Uncovered  dependents,  sometimes  in  large,  otherwise  insured  workplaces 


Uninsured  workers  themselves  are  probably  the  main  category  of  concern. 
Not  a  lot  is  known  about  just  why  they  are  uninsured,  but  clearly  many  are 
low-income  and  employed  by  rather  small  groups  that  do  not  even  offer,  much 
less  subsidize  insurance.  A  second  category  is  the  dependents  of  people  who 
are  working.  Quite  di scouragingly,  such  uninsured  dependents  can  occur  in 
otherwise  well-insured  groups,  presumably  because  family  coverage  is  less  well 
subsidized  than  individual  workers'  coverage.  As  Ms.  Choi  1 e t  mentioned 
earlier,  a  very  large  number  of  uninsured  children,  I  think  it's  three  million 
altogether,  in  fact  live  with  an  i nsured  head  of  household.  The  point  that's 
relevant  nere  is  that  the  circumstances  of  the  uninsured  may  differ 
considerably,  and  it's  wise  to  expect  that  remedial  measures  must  differ  as 
wel  1 . 
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The  Large  Group  Model  of  Coverage 


The  rather  high-style  coverage  most  of  us  have  in  mind  when  discussing 
health  insurance  generally  derives  from  our  personal  experience  as  employees 
of  large  groups.  Let's  examine  that  briefly.  The  advantages  of  this  type  of 
arrangement  are  enormous.  It's  one  reason  for  the  enormous  success  of 
traditional  coverage,  which  since  World  War  II  has  brought  protection  to 
virtually  all  employees  in  large  groups  and  most  of  them  in  lesser  groups  as 
wel  1 . 

Table  3  summarizes  the  advantages  of  large  employment  groups  in  obtaining 
insurance  coverage.  Some  natural  advantages  simply  derive  from  large  scale 
operations.  Other,  more  paternalistic  advantages  result  from  social  choices 
made  collectively  by  employment  groups  or  unions  or  by  public  policy. 


TABLE  3 

The  Large  Employment  Group  Model 


Natural  Advantages: 

•  "Large"  pool,  stable  over  time 

•  Formed  for  noninsurance  purposes 

t  Economies  of  scale  (sales,  administration,  etc.) 

•  Ongoing  fiscal  entity 

•  High  participation 

•  Data  collection  eased 

•  Community  of  interest 


Paternalistic  Advantages: 


Fi  seal 
subsidy 

Admi  ni  s- 
trati ve 
Subsidy 


•  Tax  law  makes  premium  tax-free 

•  Employer  contributes  to  premium 

•  Employer  creates  or  buys  plan 

•  Benefits  office  educates 
i nsureds 

•  Employer  performs  some 
"insurance"  functions 


Coercion 


•  Free  choice  limited  (of  plan) 
t    All-or-nothing  subsidy 


"Savings"  Used  to  Fund    Very  Rich  Plans 


Perhaps  the  foremost  advantage  is  sheer  size;  insurers,  like  casinos,  like 
large  numbers,  as  just  noted.  Stability  over  time  is  imDortant  as  well; 
employees  may  come  and  go,  but  with  a  large  pool  the  aggregate  probably 
remains  much  the  same.  This  large,  stable  risk  pool  makes  medical  spending 
more   predictable.     Moreover,    workplace   groups   are   apt   to   be  healthy;   at  a 
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minimum,  the  employees  are  known  to  be  healthy  enough  to  work  (although 
dependents  may  not  be).  Adverse  selection  problems  are  minimized  as  well, 
because  the  risk  pool  is  formed  for  noninsurance  purposes,  namely  producing 
some  good  or  service  and  because  employees  generally  don't  choose  an 
employment  group  based  on  its  health  plan  or  the  plan's  premiums.  (Employees 
probably  don't  even  know  the  details  when  hired  and  may  never  know  the 
premium,  since  they  typically  don't  pay  it.)  The  large  numbers  also  create 
economies  of  scale  in  everything  from  selling  coverage  to  administering  claims 
and  even  in  managing  care  if  the  plan  has  become  that  interventionist. 

Large  employment  groups  are  also  ongoing  fiscal  entities.  An  insurer  can 
rely  on  IBM's  being  around  to  pay  future  premiums,  for  example.  Selling 
insurance  to  mom  and  pop  businesses  that  have  just  started  is  considerably 
riskier.  I'm  not  sure  just  what  the  success  rate  is  for  small  businesses,  but 
it's  often  said  that  80  percent  fail.  That's  quite  a  different  market,  purely 
from  a  collection  viewpoint. 

High  participation  is  another  aspect  of  the  large  group  model  that  cuts 
down  on  adverse  selection;  usually  all  employees  join  the  plan(s)  offered. 
There  may  well  be  no  option,  and  there  is  little  or  nothing  to  gain  by 
declining  coverage  where  the  employer  pays  most  or  all  of  the  premium.  Even 
where  multiple  plans  are  offered,  raising  the  possibility  of  selection  bias 
among  them,  the  employment  group  can  structure  the  benefits  and  its 
contributions  to  premium  to  cut  down  on  selection  effects. 

Large  groups'  advantage  in  data  collection  is  something  that's  now  only 
beginning  to  be  appreciated.  Groups  develop  a  lot  of  information  about  their 
employees  to  begin  with,  simply  in  the  course  of  hiring  them  and  monitoring 
them.  And  now  they  are  starting  to  keep  track  of  what  happens  to  employees 
over  time,  which  is  a  considerable  advantage  because  normally  an  insurance 
company  doesn't  know  very  much  about  the  people  it  takes  on. 

And  finally,  there  is  considerable  community  interest  in  a  large,  ongoing 
enterprise.  This  is  a  sense  of  being  in  the  same  boat  that  makes  people 
willing  to  pull  together  or  put  up  with  restrictions  of  various  sorts. 

These  natural  advantages  of  the  large  group  are  very,  very  hard  to 
duplicate  outside  large  groups.  We  as  a  society  have  in  a  way  made  it  even 
harder  for  smaller,  often  lower-wage  entities  to  duplicate  large  group 
performance  through  a  series  of  social  choices  that  can  fairly  be  called 
paternalistic.  Some  are  social  in  that  they  are  collectively  made  by  benefits 
offices  and  companies  themselves;  others  are  public  policies  that 
disproportionately  help  large,  higher  wage  groups. 

One  such  advantage  is  the  fiscal  subsidies  made  available.  Obviously,  the 
tax  law  is  a  major  one;  it  is  a  very  considerable  aid  for  upper-income  workers 
to  be  able  to  buy  insurance  (through  the  employer)  with  pretax  dollars.  This 
particular  policy  does  not  help  low-income  workers  at  all.  Large  employers 
also  subsidize  premiums,  as  already  noted.  Indeed,  for  a  complex  of  reasons, 
large  employers  have  traditionally  been  willing  to  fund  very  generous  fringe 
benefits,  including  health  plans.  (In  reverse,  the  variety  of  administrative 
and  regulatory  requirements  imposed  on  health  benefits  plans  impose  lower 
costs  p_er  person  on  larger  groups.) 
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In  addition  to  direct  monetary  subsidies  like  these,  large  groups  offer  an 
in-kind,  administrative  "subsidy."  For  example,  the  employer  (or  union) 
creates  or  buys  the  plan.  This  may  seem  trivial,  but  health  insurance  is 
hardly  an  easy  thing  to  purchase  on  one's  own;  choices  are  hard  to  evaluate, 
and  the  search  cost  is  considerable.  The  large  employer  bears  these  costs; 
the  employee  does  not.  Employees  may  still  have  to  choose  among  multiple 
options,  but  choices  are  greatly  simplified  by  the  fact  that  the  employer 
structured  them  and  provides  information.  Increasingly,  such  employee 
education  involves  not  just  the  available  options  in  the  plan,  but  also 
information  about  how  to  promote  your  own  health  and  how  to  shop  for  medical 
care.  A  different  kind  of  administrative  subsidy  holds  down  insurers'  costs 
rather  than  enrol  lees',  namely  that  large  groups  routinely  perform  various 
insurance  functions  through  their  benefits  offices — such  as  verification  of 
eligibility  and  collection  of  any  premiums  due  from  the  employee.  All  these 
things  can  be  done  by  any  employment  group,  but  are  more  difficult  to  do  on  a 
small  scale. 

Finally,  large  employment  groups  engage  in  a  kind  of  coercion  to  promote, 
almost  mandate,  insurance.  This  may  seem  too  strong  a  description  for  how 
employers  act,  but  in  a  way  it  is  coercion  not  to  give  people  the  choice  of 
foregoing  insurance.  It  is  part  of  the  corporate  culture  of  large  groups 
(including  that  of  unions)  that  insurance  is  an  essential,  not  to  be  foregone 
at  employee  option.  To  be  sure,  many  employee  choices  remain,  especially  in  a 
"cafeteria"  style  plan,  but  the  choice  remains  extremely  controlled. 

All  these  advantages  make  health  coverage  very  much  cheaper  for  large 
groups  than  for  small  ones  or  for  individual  workers.  Large  groups  have 
traditionally  not  used  this  cost  advantage  to  pare  prices  but  rather  to  beef 
up  benefits  and  to  create  a  very  comfortable  way  for  insureds  to  deal  with  the 
medical  system.  Thus  evolved  the  traditional  open-access  plan,  featuring  free 
choice  of  provider,  cost  or  charge  reimbursement,  and  little  utilization 
review.  Such  approaches  are  very  popular  with  insureds  and  medical  providers 
alike,  but  these  traditional  features  are  now  changing.  Simply  put,  the 
traditionally  preferred  middle-class  style  of  coverage  has  become  too 
expensive  to  buy  even  for  the  middle  class,  even  on  a  large-group  basis.  Many 
cutbacks  are  therefore  being  implemented;  cost  sharing  and  prescreening  are 
up,  choice  of  provider  and  procedure  are  down,  and  "managed  care"  has  moved 
from  the  HMO  sphere  into  the  insured  fee-for-servi ce  arena. 

So  the  traditional  large  group  style  of  open  access  coverage  certainly 
does  not  seem  a  good  model  for  lower-wage  people  who  are  neither  accustomed  to 
it  nor  in  a  traditionally  generous  large  group. 

Disadvantages  of  Small  Groups 

If  these  are  the  advantages  of  large  workplaces,  what  are  the 
disadvantages  of  small  ones?  More  or  less  the  opposite  phenomena  seem  to 
govern  small  group  experience.  The  two  central  problems  are  small,  unstable 
risk  pools  and  accompanying  high  costs  per  employee,  as  shown  in  Table  4. 
Small  employment  grouDS  necessarily  constitute  small  risk  pools  as  well  as 
ones  more  likely  to  have  unstable  composition  because  of  employee  turnover; 
small  size  also  creates  d_i_seconomi es  of  scale  for  actuarial  prediction  and  for 
all  insurance  operations  from  sales  to  claims  management.  Of  course,  smaller 
groups  can  aggregate  themselves  into  larger  pools  by  agreeing  to  common 
underwriting,   the  same  policy(ies),   and  so  on.    But   an   artificially  created 
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large  group  will  not  act  completely  like  a  naturally  existing  one,  nor  will  it 
get  the  same  treatment  from  insurers. 

High  prices  and  instability  tend  to  activate  a  vicious  cycle:  The  market 
features  adverse  selection  (from  the  insurer's  viewpoint),  high  premiums  that 
are  somewhat  variable  because  the  insurers  cannot  figure  out  what's  going  on 
and  want  a  high  risk  premium,  and  high  turnover—as  high  prices  make  each 
small  group  very  willing  to  listen  to  another  insurer  with  a  different  quote 
and  to  jump  ship,  which  in  turn  further  promotes  adverse  selection,  and  so 
forth  and  so  on. 


TABLE  4 

SMALL  WORKPLACES'  CENTRAL  PROBLEMS 
.  .   .  AND  THE  ENSUING  VICIOUS  CYCLE 


Moreover,  employees  in  smaller  groups  tend  to  have  lower  wages,  which 
tends  to  make  premiums  appear  even  higher  relative  to  ability  to  pay;  to  add 
insult  to  injury,  they  therefore  also  tend  to  be  in  a  lower  tax  bracket,  so 
that  the  tax  benefits  mean  less  to  them  (and  the  self-employed  traditionally 
have  received  no  tax  benefits  at  all).  The  very  biggest  problem  that  keeps 
people  from  insuring  themselves  is  the  money  involved,  and  for  small  groups  a 
given  benefit  package  typically  costs  more  than  for  large  ones. 

That  money  is  the  root  issue  seems  especially  obvious  for  workers  in  1 arge 
groups  who  leave  dependents  uncovered:  Such  people  have  ready  access  to 
insurance,  at  a  favorable  group  rate,  plus  all  the  other  advantages  of  the 
large  workplace.  What  they  don't  have  is  sufficient  subsidy  to  induce  them  to 
buy.  Finances  have  to  be  the  primary  hypothesis  for  why  there  are  three 
million  uninsured  kids  in  covered  households.  The  prime  wage  earner  (and 
insured)  must  simply  think  dependent  coverage  costs  too  much. 

So  what  can  we  do  about  all  of  this? 
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Approaches  toward  Solution 


We  can  start  with  a  fairly  simple-minded  question,  in  an  attempt  to  save 
some  insurance  money  or  to  get  an  insurance  product  that  may  be  a  better  value 
for  various  categories  of  currently  uninsured  people.  Where  does  all  the 
money  go  now?  In  response,  I  offer  a  pretty  simple-minded  equation:  Total 
spending  is  equal  to  medical  spending,  plus  insurance  spending,  plus 
employers'  other  spending,  as  Table  5  shows  in  a  little  more  detail. 


TABLE  5 
Where  the  Money  Goes 


Sal es , 

under-                 Admi  n . ,  Other 

Total                Medical              writing               mgmt.  (Profits, 

Dollars     =       Spending     +       expenses  +        expenses  +  Taxes,  etc 


Benefits  office  spending  (e.g.,  plan 
+       desi gn , i nformati on ,  premium  collection) 


...and  Components  of  Medical  Spending= 


People  Utiliza-  Price 

Covered         X  tion  per         X  per 


Determinants  Include: 


Numbers , 
demographi  cs , 
health  status, 
selection 


Benef i ts , 
provider 
coverage, 
cost-sharing 


Level  set, 
cost-sharing 


Underwr i ti  ng 
pool ing, 
subsidy  for 
parti  ci  pation , 
coercion 


Possible  Controls 

Uti 1 .  revi ew, 
pre-screeni  ng , 
managed  care, 
etc. 


Price  setting, 
negotiation, 
1 imi  ted 
provi  ders 


Such  spending  occurs  from  the  moment  of  beginning  even  to  plan  for 
coverage,  through  sales  and  underwriting,  followed  by  all  the  administrative 
costs  and  management  and  so  on  that  come  during  the  course  of  the  policy.  And 
these  amounts  of  spending  are  affected  by  all  the  factors  that  policymakers 
are   familiar   with;    it  is  managing  all   these  contributory  factors  that  show 
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promise  of  making  improvements.  (The  not  inconsiderable  item  of  profits  and 
taxes,  is,  however,  relatively  fixed.) 

Employers'  costs  other  than  the  insurance  premium  merit  a  further  comment 
because  they  are  often  overlooked.  Many  expenses  borne  by  the  employer  are 
not  generally  thought  of  as  insurance  costs,  but  they  are  very  real.  For 
example,  someone  has  aggregated  the  insureds  together.  Someone  has  searched 
out  a  plan  or  designed  it  themselves.  Someone  is  passing  information  in  both 
directions  about  the  employees  to  an  insurer  and  vice  versa.  And  someone  is 
collecting  the  premium  and  guaranteeing  it  will  be  there.  All  these 
activities  generate  spending,  but  they  are  not  in  the  premium,  at  least  for 
large  groups.  For  small  groups,  some  of  these  items  may  indeed  be  in  the 
premium  because  they  can't  afford  to  run  an  in-house  benefits  office. 

Medical  Spending  and  Controls 

To  return  to  the  more  obvious  items  in  Table  5:  Most  of  the  money  in 
health  insurance  goes  for  health  benefits,  although  administrative  and  other 
expenses  are  distressingly  high  for  small  groups.  Where  does  the  medical 
spending  go?  Well,  medical  spending  equals  people  covered  times  the  amount  of 
utilization  per  head,  times  the  price  for  each  item  utilized.  Clearly 
influential  are  the  numbers  of  people  you  are  covering  and  their  demographics; 
if  you  are  covering  generally  older  folks,  you  are  apt  to  use  more  health 
care — and  so  forth.  The  enrol  lees'  general  state  of  health  also  contributes 
to  how  risky  you  are,  to  use  the  insurance  jargon,  as  does  the  extent  to  which 
you  are  susceptible  to  adverse  selection,  to  use  another  nasty  insurance  term. 

In  the  utilization  column,  the  basic  concerns  are  how  healthy  your  people 
are,  as  just  mentioned,  what  benefits  you've  given  them,  what  providers  your 
plan  covers,  and  what  utilization  controls  and  cost  sharing  apply.  Price  per 
utilization  is  set  by  whatever  the  designated  payment  rates  are  if  it's  an 
indemnity  policy,  or  by  the  going  prices  for  medical  services  if  it's  a 
service  policy. 

All  this  is  fairly  obvious,  and  it  does  not  get  you  very  far.  How  does 
one  affect  any  of  these  expenditures?  What  do  you  do  about  it?  Redesign 
issues  could  go  on  endlessly,  but  a  few  notes  seem  in  order.  On  the  people 
coverage  side,  there  is  underwriting — not  underwriting  in  the  sense  of  bearing 
risk,  but  underwriting  in  the  sense  of  saying  "we  don't  want  this  person"  or 
"we  want  a  higher  premium  for  bringing  that  person  under  your  policy." 
There's  also  pooling  with  other  small  groups,  to  get  the  law  of  large  numbers 
going  for  you.  And  to  try  to  mix  good  risks  with  bad  and  to  keep  people  in 
the  pool  through  both  good  times  and  bad.  To  do  this,  you  try  to  subsidize 
participation  so  that  individual  covered  workers  won't  face  the  full  price, 
which  might  make  them  jump  out  of  the  pool  if  they  expect  below-average 
medical  expenses.  And  there's  also  coercion,  making  participation  essentially 
mandatory — if  you  work  here  or  you  go  to  school  here,  then  you  take  what's 
offered . 

To  cut  service  use,  the  term  utilization  review  pretty  much  covers  the 
waterfront,  from  prescreening  of  hospital  admissions  to  retrospective  claims 
review.  The  trick  is  to  find  something  that  works,  cutting  mainly  less 
valuable  or  inappropriate  care,  while  not  overburdening  administration  or 
angering  the  people  covered.  Managed  care  is  the  new  buzz  word;  by  all  means, 
manage   care   if  you   can   figure  out   how   to  do   it   cost   effectively.  My  own 


-59- 


contribution  to  the  coining  of  catch  phrases  is  to  suggest  that  for  managed 
care  to  work  very  well,  there  has  to  be  something  to  manage.  That  is, 
coverage  has  to  be  fairly  generous  to  begin  with,  so  that  various  management 
decisions  are  feasible,  such  as  moving  care  from  inpatient  to  outpatient 
settings,  switching  from  conventional  to  nonconventional  providers,  or 
substituting  medical  care  for  surgery.  And  large  savings  compared  with  prior 
spending  may  only  be  possible  where  spending  has  been  high,  not  low  as  it 
typically  is  where  people  have  had  little  or  no  coverage  in  the  past.  If  you 
are  talking  about  a  bare-bones  package,  you  are  probably  not  talking  about 
enough  to  pay  the  manager  or  giving  the  manager  much  coverage  to  play  with  in 
the  way  of  moving  services  around. 

On  the  price  side,  the  big  difference  is  whether  you  are  a  price  taker  and 
just  have  to  pay  the  going  rate  or  whether  you  can  somehow  negotiate 
prices — limiting  the  providers  that  you  deal  with  and  then  trying  to  get  a 
better  deal,  bargaining  either  directly  with  providers  or  through  a  PPA  of 
some  sort. 

Another  approach  to  improving  the  value  of  coverage  as  seen  by  small 
groups  and  their  workers  is  to  reorganize  it,  shifting  the  style  of  benefits 
in  some  way  that  makes  it  more  attractive.  HMOs  and  offering  more  preventive 
and  fewer  acute  services  is  one  possibility,  but  not  one  that  seems  to  be 
prevailing  at  the  lower  end  of  the  current  marketplace.  For  dependent 
coverage  in  large  groups,  benefit  shifts  might  also  make  coverage  more 
attractive.    Children,  especially,  have  different  usage  patterns  from  adults. 

Despite  any  improvements  that  can  be  made  to  make  coverage  cheaper — and, 
perhaps,  more  attractive  to  boot — it  seems  very  probable  that  the  main  thing 
that  would  improve  the  number  of  workers  covered  would  be  more  subsidy,  from 
somewhere. 

Publ i c  Choi ces 

The  mention  of  subsidy  brings  the  public  role  into  the  forefront,  as  Don 
Cohodes  made  clear.  The  following  brief  discussion  offers  a  different  cut  at 
the  issues  than  what  he  offered. 

There  seem  to  be  three  big  public  choices.  Number  one  is  el i gi bi 1 i ty — who 
are  you  going  to  help?  Number  two  is  the  insurance  product — what  is  it  that 
you  are  going  to  help  them  with?  And,  third,  how  are  you  the  policymakers 
going  to  administer  and  fund  those  first  two  choices?  In  today's  climate,  the 
choices  are  state  and  local  ones,  although  the  federal  government  may 
intervene  at  least  so  long  as  it  can  stay  largely  aloof  from  financing  or 
practical  administration. 

Table  6  shows  these  big  choices  as  major  headings,  with  a  collection  of 
the  "usual  suspects"  of  issues  under  each.  Again,  these  concepts  are  fairly 
straightforward;  the  problems  are  not  so  much  conceptually  difficult  as 
politically  and  fiscally  intractable.  Self-evidently ,  massive  infusions  of 
money  could  buy  massive  increases  in  coverage,  but  trying  to  insure  millions 
of  new  people  for  very  expensive  medical  care  is  bound  to  prove  proolematic. 


-60- 


TABLE  6 

Public  Choices:    The  Big  Three 


Eligibility,  Product,  Administration/Funding 


A.  Eligibility 

•  Funds  not  unl imi  ted 

•  Various  degrees  of  need  exist 

•  Free  rider  problem 

•  Need  for  targeting 

— Not  necessarily  all  or  nothing 
--S1 i di ng-scal e  support 

•  Possible  targeting  criteria 

—  idiosyncratic  by  state,  locality 
— family  income 
—medical  need 
— social  value 

B.  Product 

•  Insurance  vs.  care 

•  Extent  of  benef i ts 

•  New  pool i  ng 

•  Better  prediction 

•  New  quasi-i nsurance  product 

•  Key  goals  =  cut  medical,  administrative  spending  per  head 

•  Get  cheaper,  more  available,  more  attractive  product 

C.  Administration  and  Funding 

Overal 1 

•  Public,  private,  or  mix? 

•  Local,  state,  or  national  governments? 

•  Same  level  of  government  for  administration  and 
f undi  ng? 

Method  of  Funding 

•  Mandates  ("off  budget") 

— on  individuals 

— on  institutions:    businesses,  insurers,  providers 

•  Money 

— direct  taxation  (many  possible  taxes,  most  "on 
budget") 

—  indirect  "taxation":    assessments,  charges 
(usually  "off  budget") 

Level  of  Funding 

•  Idiosyncratic  for  each  jurisdiction 

•  May  "match"  private  spending 
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El i  gi  bi 1 i  ty .  With  regard  to  eligibility,  how  broadly  assistance  is 
offered  will  obviously  determine  how  many  people  can  be  helped  but  will  also 
largely  determine  how  expensive  the  program  will  be.  Conversely,  how  many 
people  can  be  helped  is  limited  by  willingness  to  pay.  Clearly,  there  is 
considerable  interest  in  how  to  "target"  assistance  "efficiently,"  whatever 
that  term  means  in  the  applicable  political  context.  Just  who  are  you  the 
policymaker  planning  to  fund  and  how  much  are  you  going  to  help  each  category 
of  them?  In  terms  of  criteria  for  whom  to  help,  there  seem  to  be  three 
obvious  ways  to  approach  it.  One  way  that  everyone  has  mentioned  so  far  is 
income.  We  are  familiar  with  the  notion  that  the  poor  need  more  help  than 
other  people.  The  details  of  definition  and  implementation  are  rather 
complex,  as  Medicaid  eligibility  shows.  Another  criterion  is  medical  need. 
Policymakers  appreciate  that  catastrophic  illness  and  real  medical  necessity 
may  or  may  not  be  related  to  family  income  in  any  given  accounting  period. 
But  it's  very  hard  to  run  an  i nsurance  entitlement  (which  must  be  decided  in 
advance)  to  incorporate  medi  cal  need  (which  often  arises  only  subsequently) 
except  in  cases  of  chronic  conditions.  A  public  assistance  program  can 
incorporate  a  "spend  down"  arrangement  in  entitlement  rules  because 
eligibility  can  be  determined  at  any  time,  and  there  is  no  desire  to  make 
eligibles  themselves  contribute  to  premiums  in  advance. 

Finally,  there  is  social  value  in  the  sense  of  where  do  you  get  the 
dollars  back  in  the  form  of  reduced  obligations  or  more  productivity 
elsewhere?  There  is  a  lot  of  talk  now  about  kids  versus  their  grandparents  as 
claimants  on  the  public  purse.  Do  you  invest  in  someone  at  the  beginning  of 
life  or  later  on?  That's  going  to  be  a  very  difficult  social  issue,  in  this 
sphere  as  well  as  elsewhere. 

Another  very  big  issue  is  what  the  economists  call  the  free  rider.  The 
public  finance  people  would  probably  call  it  maintenance  of  effort.  More 
prosaically,  one  can  call  it  the  ant-and-the-grasshopper  effect.  You  want  to 
avoid  helping  the  current  grasshoppers  (those  who  wait  for  help  rather  than 
saving  for  the  future),  and  you  don't  want  to  give  any  incentives  to  the 
current  ants  (the  thrifty  and  industrious  ones)  to  become  grasshoppers  because 
you  want  to  keep  them  helping  themselves.  Again,  the  issue  is  easily  stated, 
but  very,  very  difficult  to  deal  with  in  practice.  Often,  considerable 
administrative  discretion  is  needed  to  avoid  this  kind  of  thing.  In  the 
public  sector,  where  lawyers  look  over  everyone's  shoulder,  implementing 
discretionary  measures  can  be  very  difficult  and  expensive. 

The  Product.  Eligibility  decisions  may  have  the  biggest  impact  on  cost, 
but  perhaps  the  most  innovative  and  least  predictable  issue  is  what  insurance 
product  to  create  or  subsidize.  It's  all  very  easy  for  us  to  say,  "we  are 
tired  of  Cadillac  coverage,  let's  go  back  to  the  Model  T"  (or  "Hyundai,  not 
Mercedes")  or  whatever,  but  we  don't  real  ly  know  what  we  mean  when  we  call  for 
getting  a  better  value  by  buying  less  elaborate  coverage  or  care. 

We  start  off  with  the  basic  point,  are  you  talking  about  insurance  or  are 
you  talking  about  paying  directly  for  care,  usually  hospital  care?  (A  similar 
option  is  to  provide  care  through  public  hospitals).  At  a  gathering  like  this 
one,  the  basic  supposition  is  that  we  are  talking  about  insurance  rather  than 
hospital  care,  although  perhaps  not  entirely.  Beyond  that,  how  many  benefits 
are  to  be  covered?  Precisely  how  might  one  "down  size"  most  people's  Mercedes 
expectations? 
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Is  one  large  pool  involved  for  all  or  instead  a  multiplicity  of  plans?  It 
seems  that  today,  everyone  wants  pools;  risk  pools  have  already  been  mentioned 
by  several  commentators,  and  Washington  has  not  heard  so  much  talk  about 
people  in  pools  since  the  Kennedy  administration  when  everyone  wanted  into  the 
swim.  But  there  is  no  magic  in  an  insurance  pool.  Every  group  of  people  that 
you  combine  together  is  a  pool  of  sorts.  The  question  is  how  the  pool  will 
behave.  Are  the  enrollees  a  random  selection  or  is  there  selection  bias? 
Will  enrollees  behave  as  in  a  classic  insurance  pool  that  will  allow  you  to  do 
better  predictions,  and  are  there  other  benefits?  We  use  pool  rather 
indiscriminately  to  refer  to  everything  from  a  wading  pool  to  an  Olympic  pool, 
and  they  are  not  all  the  same. 

We  taxpayers  and  politicians  really  seem  to  want  some  new  some  type  of 
quasi-insurance  product,  but  I  certainly  don't  know  just  what  it  is.  I  have 
been  saying  for  a  while  that  we  seem  to  need  a  "McDonald's  HMO,"  by  which  I 
mean  some  "lean"  product  (unspecified)  that's  cheap  and  filling.  We  want 
something  that  will  cut  medical  spending  at  least  below  the  old  style  levels, 
will  hold  administrative  spending  down,  and  will  make  the  product  more 
available  and  cheaper  without  making  it  unattractive.  We  need  more  new 
thinking  here. 

Funding  and  Administration.  Politically,  perhaps  the  most  problematic 
choice  is  how  to  fund  any  new  assistance.  The  two  basic  ways  are  to  use 
mandates  or  money.  By  money,  I  mean  explicit  tax  revenues  or  charges  or 
assessments  (or  whatever  other  innocuous  sounding  name  can  be  found  for 
them).  Revenues  could  come  from  taxes  on  individuals  or  on  institutions  — 
businesses,  insurers,  or  health  care  providers — and  they  could  be  "on  budget" 
for  the  government  or  off.  The  National  Conference  of  State  Legislatures  put 
out  a  little  booklet  on  "uncompensated  care"  a  couple  of  years  ago  that  pretty 
well  laid  out  the  options  for  such  revenues,  from  sales  taxes  to  sin  taxes  and 
beyond.  A  major  complication  is  ERISA,  which  prevents  taxing  self-insured 
health  plans  in  the  traditional  way  of  an  insurance  premium  tax.  (For  a 
discussion  of  ERISA-compati bl e  approaches,  see  the  presentation  by  Linda 
Lanham  in  Part  VIII  of  this  volume  and  an  article  about  to  appear  in  the 
Indiana  Law  Review  by  Bill  Kopit  and  myself.) 

Mandates  could  also  be  imposed  on  anyone — on  individuals  to  insure 
themselves  (as  auto  insurance  can  be  made  mandatory),  on  businesses  to  insure 
their  employees,  or  on  medical  providers  to  give  charity  care  or  contribute 
financially  to  a  charity  care  pool.  It  seems  likely  that  a  "share  the  pain" 
approach  to  financing  will  prove  most  appealing  in  many  areas. 

Administration  means  getting  the  money  to  the  right  people  in  the  right 
forms,  and  more  or  less  effort  may  be  required  depending  on  the  other  options 
chosen.  Running  a  public  insurance  program  is  probably  more  trouble  than 
subsidizing  existing  private  insurance,  and  mandates  for  care  might  be  easiest 
of  all  to  promulgate,  if  not  to  enforce  in  practice. 

A  major  issue  is  what  level(s)  of  government  should  participate.  In  many 
ways  these  are  local  issues.  Certainly,  if  you  the  plan  administrator  expect 
to  negotiate  with  providers  or  monitor  hospital  use  closely,  it's  easier  to  do 
when  you're  in  the  neighborhood  already.  On  the  other  hand,  localities  are 
not  noted  for  the  strengths  of  their  treasuries,  and  there  is  great  inequality 
of  resources  among  areas.   Do  funding  and  administration  have  to  involve  the 
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same  levels  of  government?  Not  necessarily,  as  federal-state  Medicaid  and 
state-local  indigent  programs  show. 

Public  and  Private  Roles 

Finally,  with  regard  to  making  all  of  the  above  choices,  how  should  the 
public  and  private  sectors  overlap  and  interact?  All  manner  of  combinations 
are  theoretically  possible,  and  we  need  some  careful  thinking  on  what  areas 
are  best  left  to  each  sphere.  In  advance  of  much  such  thinking,  let  me  lead 
with  my  chin  with  some  observations  meant  to  provoke  discussion.  Table  7 
purports  to  illustrate  the  relative  strengths  and  weaknesses  of  public  and 
private  action  in  health  insurance. 

The  different  major  elements  of  strategies  for  the  working  uninsured  are 
listed  in  the  left  column,  then  the  right  columns  "score"  the  two  sectors  for 
advantage  (+),  disadvantage  (-),  or  neutral  (0).  Comments  on  this  somewhat 
idiosyncratic  scorecard  are  more  than  welcome. 


TABLE  7 

Public  vs.  Private 
Comparative  Advantage 


Public  Private 


Mandates 

+ 

Pool i  ng 

+ 

0 

Underwri  ti  ng 

+ 

Subsidy 

0 

Uti 1 i zation  control 

0 

+ 

Price  control 

+  /0 

0 

On  mandates,  the  public  sector  gets  a  plus  and  the  private  a  minus  because 
mandates  going  beyond  a  single  workplace  pretty  much  have  to  be  public.  There 
is  some  talk  among  business  coalitions  of  mainly  large  employers  about 
imposing  mandates  on  small  employers  from  which  they  buy  good  or  services. 
They  might  say,  for  instance,  "if  you  want  to  sell  us  widgets  to  put  into  our 
cars,  then  you  have  to  give  your  employees  health  insurance."  The  motivation 
for  the  big  guys  to  do  this  (raising  their  subcontracting  costs  as  a  side 
effect)  is  presumably  to  cut  down  on  uncompensated  care,  of  which  they  may 
ultimately  have  to  pay  a  share  when  they  buy  care  themselves.  So  far  as  I 
know,  no  coalition  has  been  able  to  pull  off  this  approach.  Indeed,  in 
general,  we  look  to  the  public  sector  for  mandates  like  this  because  private 
actors  are  motivated  to  "cheat"  in  order  to  gain  a  competitive  advantage  in 
costs . 

For  pooling  also,  probably  only  the  public  sector  can  create  a  broad, 
statewide  pool  open  to  most  or  all  of  the  working  uninsured.  It  is  hard  to 
imagine  Blue  Cross  plans  doing  anything  more  than  they  are  doing  now,  whicn  is 
in  practice  to  run  a  kind  of  statewide  pool  in  many  states  with  modified 
community  rating.  The  private  sector  can  do  something;  it's  certainly  not  a 
negative  here.  But  it's  probably  not  as  capable  as  the  public.  That's  the 
argument  here,  at  least. 
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For  underwriting,  the  public  sector  seems  terrible  because  of  the 
lawyers-looking-over-the-shoulder  effect;  administrators  have  to  act  under 
confining  regulations,  and  that's  a  pretty  tough  role.  Informed  actuarial  or 
underwriting  judgment  probably  cannot  acceptably  be  written  down  in  the 
Federal  Register  or  the  administrative  rulebook  for  any  other  government. 

For  subsidies,  I  give  the  public  sector  a  zero  at  this  point.  In  theory 
it  could  be  a  triple  plus,  but  I  don't  see  much  willingness  to  subsidize  on 
the  horizon.  States  won't  expand  Medicaid,  for  example,  even  spending 
fifty-cent  dollars.  The  feds  are  considering  mainly  mandates  on  states  and 
businesses.  Private  I  give  a  minus;  in  theory  it  could  certainly  be  zero  or 
plus,  but  that  does  not  seem  likely  either. 

For  utilization  control,  my  impression — subject  to  correction — is  that 
Medicaid,  for  instance,  has  been  generally  less  successful  on  the  utilization 
side,  and  more  successful  on  the  price  side  in  terms  of  keeping  "premiums" 
under  control.  The  private  sector  has  more  or  less  the  reverse  experience, 
with  limited  PPA  success  on  price  and  other  negotiated  arrangements,  but 
considerable  success  with  cost  sharing,  prescreeni ng ,  and  other  UR.  So  I  give 
the  public  sector  a  plus/zero  and  the  private  sector  a  zero. 

Concl usion 

How  to  expand  coverage  for  the  working  uninsured  is  easy  to  describe  and 
hard  to  accomplish.  The  private  sector  could  probably  do  better  and  may  well 
improve,  as  HMOs,  insurers,  third-party  administrators,  METs,  and  so  on 
continue  to  compete  in  the  small  group  market.  And  government  may  be  able  to 
help — through  information,  for  example,  and  perhaps  seed  money  for 
demonstrations . 

But  no  one  should  expect  large  progress  without  significant  new  mandates 
or  money  from  the  public  sector.  This  should  not  be  too  surprising.  After 
all,  most  of  us  have  received  considerable  subsidy  from  our  employers  (and 
government  through  favorable  tax  treatment)  as  well  as  some  subtle, 
paternalistic  coercion  from  our  employers  or  unions. 

Moreover,  conventional  insurance  approaches  seem  to  be  nearing  the  limits 
of  their  effectiveness,  leaving  precisely  the  large  number  of  working 
uninsureds  about  which  we're  now  becoming  concerned.  We  therefore  could  well 
benefit  from  some  new,  unconventional  approaches  to  benefits  design  and 
management.  There  are  a  lot  of  more  conventional  products  out  there,  but  Don 
Cohodes  accurately  described  how  hard  it  is  to  sell  them.  We  need  to  do  a 
number  of  things  differently. 
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3.  DISCUSSION 


KAREN  WILLIAMS:  When  I  first  came  to  the  insurance  industry,  insurers 
wanted  very  badly  to  think  that  the  uninsured  were  simply  poor  folks  who  had 
been  cheated  out  of  their  Medicaid  entitlement.  Government  officials  I  have 
run  into  have  wanted  just  as  badly  to  believe  that  the  uninsured  are  simply 
gainfully  employed  people  who  have  been  cheated  out  of  their  employer-based 
coverage  by  greedy  employers  or  dumb  employers  too  ignorant  to  know  where  to 
purchase  insurance  coverage.    I  don't  think  either  of  these  are  true. 

We  need  to  get  past  the  notion  that  insurers  and  small  employers  are 
simply  ignorant  of  each  other's  existence  and  that  all  they  need  is  a  good 
cocktail  mixer  or  something  in  order  to  learn  about  the  value  of  small  group 
coverage  and  inexpensive  ways  of  purchasing  it.  Even  more  pernicious  is  the 
notion  that  insurers  are  somehow  too  dumb  to  properly  insure  the  uninsured  in 
any  kind  of  cost-efficient  way  and  that  the  states  should  somehow  provide 
insurance  instead. 

We  must  recognize  at  the  start  that  there  really  aren't  any  magic  bullets 
to  expanding  coverage  because  the  uninsured  don't  always  look  like  the 
insured.  They  don't  lend  themselves  to  being  insured  because  they  are 
typically  higher  risk  and  lower  income,  and  their  employers  are  offering  less 
support  in  a  variety  of  ways.  People  who  are  uninsured  fail  to  belong 
automatically  to  any  large  employer  group,  or  to  what's  known  in  the  insurance 
world  as  a  true  group.  Common  sense  will  tell  you  that,  given  their  level  of 
income,  the  uninsured  are  primarily  going  to  be  motivated  to  get  insurance 
when  they  are  sick.  They  have  every  economic  reason  to  practice  adverse 
selection. 

In  the  mean  time,  let's  talk  conceptually  about  ways  that  you  might 
actually  reduce  the  cost  of  covering  this  population.  You  could  piggyback  cn 
Medicaid  strategies  for  enrollment  of  individuals,  payment  of  providers  and 
management  of  care.  You  might  substitute  eligibility  and  enrollment  for 
marketing.  Marketing  is  very  expensive.  We  can  talk  ad  nauseum  about  why 
that  is,  but  it  is  fact.  If  you  avoid  marketing,  you  might  be  able  to  cut 
costs  overal 1 . 

Management  of  health  care  services  is  another  cost  containment  strategy. 
We  found,  in  a  recent  survey  of  insurers'  PPO  involvement  and  managed  fee  for 
service  business,  that  insurers  are  enrolling  a  fair  proportion  of  small 
employers  in  managed  health  care.  Although  insurers  are  able  to  use  managed 
care  with  small  employers,  the  private  sector  has  yet  to  implement  systems  of 
control  as  stringent  as  primary  care  case  management  and  some  of  the  other 
state  strategies.  Strategies  using  gatekeepers,  locK-in  and  more  extensive 
prior  authorization  may  prove  more  cost-effective  than  the  more  voluntary 
PPOs.  A  managed  care  system  that's  a  lock-in  system,  for  example,  does  not 
have  many  voluntary  elements  in  it.  Such  Medicaid  strategies  may  have  a 
higher  probability  of  cost  savings. 

It  may  also  be,  as  alluded  to  earlier,  that  low-income  people  may  not  be 
used  to  handling  the  give  and  take  dialogue  that's  involved  in  managed  health 
care.  As  the  private  sector  knows,  managed  care  involves  a  crovider  selection 
process  that  PPO  enrol  lees  go  through,  as  well  as  the  understanding  of 
coinsurance  differentials  and  rules  about  whether  you  go  to  on-net  or  off-net 
providers.  These  decisions  may  be  a  bit  more  formidable  for  lower  paid,  less 
educated  employees. 
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Provider  discounts  under  a  Medicaid  system,  as  you  know,  are  legislatively 
mandated.  Private  insurers  are  now  negotiating  provider  discounts  on  the 
order  of  12  to  17  percent,  but  that  may  not  compare  to  the  provider  discounts 
available  under  most  state  laws  to  Medicaid  patients. 

Finally,  there  are  some  other  potentially  unfair  ways  that  a  state  or 
public  insurance  program  could  compete  with  the  private  sector,  such  as 
avoidance  of  state  premium  taxes  and  state  mandated  benefits  laws.  Such  laws 
must  be  met  by  any  efforts  that  the  private  sector  undertakes  to  insure  this 
population. 

I  participated  in  the  recent  Robert  Wood  Johnson  Foundation  National 
Advisory  Committee  to  select  the  1  as  test  round  of  pioneers  in  public-private 
partnerships,  and  found  it  a  very  worthwhile  experience.  What  troubled  me 
during  the  grant  selection  process,  however,  was  the  extent  to  which  the 
grantees  are  going  to  encounter  the  same  problems  that  the  private  sector  has 
in  trying  to  address  this  market. 

The  primary  obstacle  is  adverse  selection.  If  you  have  voluntary 
coverage,  you  will  have  adverse  selection.  You  have  to  deal  with  adverse 
selection,  either  through  mandated  participation  or  through  some  of  the  design 
features  that  insurers  have  traditionally  used.  Many  of  these  are 
philosophically  unpalatable  to  those  used  to  administering  public  entitlement 
programs.  Under  tax-supported  entitlement,  when  someone  is  sick,  that's  when 
you  want  to  help  them.  Under  a  voluntary,  self-supporting  insurance  plan,  you 
cannot  afford  to  simply  help  the  sick.  In  order  to  remain  solvent,  you  have 
to  limit  adverse  section,  which  means  addressing  preexisting  conditions  and 
underwriting.  You  have  to  look  at  some  very  tough  issues  that  don't  fit  well 
with  Medicaid  entitlement  and  other  poverty  programs.  These  may  be 
unpalatable  but  they  are  essential  if  the  price  of  your  voluntary  coverage  is 
going  to  stay  within  an  affordable  range. 

You  must  also  address  retention  of  enrol  lees  over  time  (this  was  covered 
very  well  by  Randy  Bovbjerg.)  Retention  means  making  sure  that  people  stay 
involved  in  the  plan  not  only  when  they  are  sick,  but  also  when  they  are 
healthy,  so  that  their  contributions  are  assured  over  time.  If  enrollees  are 
allowed  to  come  in  and  out  of  the  program,  you  are  only  going  to  have  them  in 
it  when  they  are  sick — in  which  case  you  do  not  have  an  insurance  program,  and 
you  need  tax-supported  financing  because  the  cost  will  go  up  accordingly. 

A  final  concern  is  that,  if  the  public  insurance  has  too  many  advantages 
over  the  private  market,  employees  will  substitute  public  coverage  for 
existing  private  coverage.  There  are  some  inherent  problems  with  sucn 
substitution.  Obviously  insurers  will  become  unhappy  if  they  lose  business. 
Your  provider  community  will  become  unhappy  if  they  have  legislated  discounts 
not  only  for  Medicaid  and  the  working  poor  program,  but  also  for  every  one 
else  who  used  to  pay  private  sector  rates.  Finally,  the  greater  the 
substitution,  the  greater  the  need  for  subsidies.  Almost  every  speaker  has 
documented  that  the  uninsured  are  by  and  large  a  low-income  population 
unlikely  or  unable  to  buy  coverage  without  a  subsidy.  But,  for  each  uninsured 
person  who  needs  a  subsidy  to  become  insured,  you  may  have  three  or  four 
people  who  are  equally  low  income  and  equally  entitled  to  a  subsidy  who  have 
managed  to  get  coverage  without  having  the  subsidy.  So,  the  substitution  of 
private  coverage  for  public  coverage,  the  erosion  issue,  has  a  myriad  of 
problems  associated  with  it. 
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DAVID  RIEMER:  I  would  like  to  set  forth  several  heresies  with  respect  to 
the  conceptual  framework  of  the  issue  of  the  uninsured. 

The  first  heresy  is  that  the  real  problem — the  heart  of  the  problem — is 
people's  poverty.  We  have  huge  numbers  of  people  in  this  country  who  are  poor 
because  they  want  work  but  cannot  find  it,  and  even  more  significantly, 
because  they  are  working  but  their  wages  are  too  low.  Lack  of  insurance  is  a 
symptom  of  this  underlying  problem.  But  in  our  peculiar  American  way,  we  tend 
to  go  about  attacking  the  underlying  problem  by  seeking  to  solve  the  symptom. 

I  would  suggest  if  we  really  wanted  to  approach  the  thing  in  the  right 
way,  we  would  increase  employment  and  increase  wages  in  some  manner,  through 
wage  supplements  or  tax  credits  or  whatever.  And  then,  as  a  condition  of 
offering  poor  people  work  and  higher  income,  we  would  require  them  to  get 
health  insurance.  It  would  probably  be  a  lot  simpler,  a  lot  more  effective  in 
avoiding  adverse  selection,  and  more  cost  effective  than  what  we  are  now 
doing,  which  is  seeking  to  deal  with  the  symptom  and  then  spending  a  lot  of 
money  on  that. 

We  can't  solve  everyone's  symptoms — food,  health,  housing,  etc.  (I  always 
wanted  there  to  be  a  clothing  voucher,  or  a  toy  grant,  or  something  like  that, 
so  we  can  deal  with  every  possible  symptom  of  the  poor.)  At  some  point  we 
will  end  up  getting  back  to  the  underlying  problem  of  joblessness  and  low 
wages.  Finally  we  will  realize  that  the  real  answer  is  to  raise  people's 
income  by  providing  jobs  for  people  who  want  to  work  and  providing  good  wages 
for  people  who  are  already  working.    So  that's  heresy  number  one. 

My  second  heresy,  and  I  think  this  was  brought  out  by  Randy  Bovbjerg,  is 
that  a  group  insurance  approach  to  this  is  not  going  to  work  very  well. 

I  first  began  working  on  this  with  the  hope  that  group  insurance 
approaches  would  work.  Once  you  can  get  people  into  a  group,  buying  insurance 
for  them  can  be  done  very  cost  effectively.  You  give  people  choices  of  plans, 
and  you  award  the  low-bidding  high-quality  plans  with  patients.  We  have  done 
it  in  Wisconsin,  in  the  State  Employee  Health  Plan.  But  the  average  premium 
cost  and  the  average  per  employee  contribution  by  the  employer  went  up  less 
than  the  CPI,  and  much  less  than  the  medical  component  of  the  CPI. 

Most  people  both  in  the  public  and  the  private  sectors  who  are  employers 
don't  know  much  about  buying  health  insurance,  but  the  few  who  do  (such  as 
those  who  run  Wisconsin's  State  Employee  Health  Plan)  have  had  dramatic 
success.  So  it  was  my  hope  that  we  could  get  the  uninsured  into  a  group,  and 
once  in  a  group  buy  prudently  for  them,  and  things  would  be  hunky-dory. 

But  I  changed  my  mind  because  I  discovered  that  getting  people  like  this 
into  what  the  insurance  industry  will  consider  as  a  group  is  virtually 
impossible.  You  will  have  adverse  selection.  Insurers  will  not  view  them  as 
a  group  and  will  not  offer  coverage.  Or  if  they  offer  coverage,  they  will 
jack  up  the  prices  to  cover  their  expected  risks,  and  it  just  won't  make  sense. 

So,  against  our  wishes,  I  think  we  have  to  disenthrall  ourselves  from  the 
notion  of  trying  to  think  of  the  problem  as  a  group  insurance  problem,  and 
think  of  it  more  frankly  as  an  individual  insurance  problem. 
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he  often  talk  about  small  groups  and  METs  and  so  on.  But  really  what 
those  are,  in  my  experience,  is  primarily  individual-type  insurance.  They 
wear  group  clothing,  but  they  follow  in  large  measure  individual  insurance 
approaches.  There  is  underwriting,  sometimes  individual  underwriting.  There 
is  exclusion  of  preexisting  conditions.  It's  more  similar  to  individual 
insurance  than  it  is  to  group  insurance. 

So  I  think  we  are  going  to  have  to  think  about  this  issue  in  the  future  as 
a  choice  between,  or  perhaps  some  combination  of,  individual  insurance  and 
getting  people  into  Medicaid.  Not  necessarily  Medicaid  as  it  is  now,  subject 
to  Federal  reimbursement,  but  a  State  administered  health  plan  where  the  State 
pays  providers  and  then  very  aggressively  manages  the  care,  at  least  until  it 
can  get  enough  of  a  data  base  to  get  HMOs  or  others  to  accept  the  risk  on  a 
capitation  basis. 

The  third  heresy  I  want  to  suggest  is  that  there  are  magic  bullets  here. 
We  could,  for  instance,  mandate  that  employers  cover  people.  Lots  of 
employers  would  go  out  of  business,  the  rest  would  provide  coverage.  That's  a 
magic  bullet.  It  will  work.  It's  just  that  politically  and  fiscally  it's  not 
a  bullet  that  anyone  wants  to  put  into  a  gun.  Or  we  can  pay  for  this  with  tax 
dollars  without  a  great  deal  of  technical  difficulty.  All  we  have  to  do  is 
just  tax  ourselves  more.  That's  another  magic  bullet.  The  problem  is,  again, 
no  one  wants  to  put  that  bullet  in  any  gun  and  shoot  it.  There  are  not  any 
easy  magic  bullets;  but  there  are  some  hard  ones. 

In  the  end,  the  choice  that  we  have  is  between  doing  some  conceptually 
relatively  easy  things  and  bearing  with  the  very  high  economic,  fiscal  and 
political  consequences  of  them,  or — in  order  to  avoid  those 
consequences — spending  a  lot  of  time  doing  a  lot  of  more  complicated  things 
that  go  through  back  doors,  and  involve  a  lot  more  complexity  and  bureaucracy, 
and  end  up  only  getting  part  of  the  job  done,  but  at  least  making  a 
substantial  improvement. 

RICHARD  CURTIS:  I  think  it's  important  to  reemphasize  two  things  here. 
First,  Karen  Williams  alluded  to  the  fact  a  lot  of  this  population  is  poor. 
But  it  should  be  remembered  that  if  we  look  at  total  family  income,  only  about 
a  third  are  actually  poor,  a  third  are  oetween  100  and  200  percent  of  poverty, 
and  a  third  are  over  200  percent  of  poverty.  Clearly  a  lot  of  them  couldn't 
afford  what  we  call  Cadillac  care,  but  could  afford  some  coverage. 

Second,  it  is  important  to  clarify  that  there  is  a  substantial  number  of 
uninsured  poor  people  who  cannot  be  made  eligible  by  states  for  Medicaid 
because  they  are  not  in  the  eligible  categories.  They  are  not  single  parents, 
they  are  not  children,  they  are  not  disabled,  they  are  not  elderly.  This  does 
not  prevent  states  from  using  parallel  public  financing  models  like  Medicaid 
with  state  only  funding,  of  course,  but  it's  an  important  clarification. 

JOHN  POLK:  A  possibly  obvious  statement,  which  I  think  needs  reenforcing 
here,  can  be  paraphrased  from  Winston  Churchill's  remark:  Democracy  is  the 
worst  form  of  government  with  the  exception  of  every  other  form. 

The  voluntary  corporate  health  insurance  marketplace  is  by  and  large  a 
phenomenon  that  works.  Before  State  legislatures  and  other  bodies  begin  to 
mess  with  it,  we  should  be  very  aware  of  the  consequences  of  those  actions. 
Too  often  we  choose  strategies  like  mandates,  for  example,  because  either  they 
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seem  easy  or  because  there  seems  no  better  alternative  at  the  time,  without 
enough  thought  to  possible  unintended  consequences. 

If  anything  positive  comes  from  this  conference,  it  may  be  the  discovery 
that  by  and  large  the  voluntary  marketplace  works  fairly  well,  and  that 
messing  with  it  too  much  can  pose  more  problems  than  it  actually  resolves. 

A  second  issue  I  believe  this  group  needs  to  consider  is  that  health  care 
costs  are  driven  largely  by  providers  at  the  supplier  level— by  hospitals  and 
by  physicians  to  a  lesser  extent.  Governments,  left  to  themselves,  have  not 
done  a  particularly  good  job  of  enforcing  discipline  in  the  health  care 
community  at  the  provider  level. 

Finally,  as  Randy  Bovbjerg  has  pointed  out  really  excellently,  the 
ultimate  solution  to  many  of  these  problems  will  probably  result  in  the 
creation  of  entities  which  are  very  different  from  the  conventional  forms  that 
most  of  us  think  about  in  terms  of  the  delivery  of  health  care  services, 
particularly  among  small  employers. 

I  suggest  that  one  of  the  reasons  that  State  Governments  are  having 
difficulties  in  developing  alternative  programs  is  that  we  are  attempting  in 
many  cases  to  take  an  unconventional  problem  and  resolve  it  through 
conventional  means.  The  ultimate  solution  is  probably  something  very 
different  from  vehicles  with  which  we  have  experience  thus  far. 

SAROJA  REDDY:  We  have  heard  about  factors  and  variables  from  which  one 
can  derive  matrices  regarding  what  group  to  insure  and  how  that  group  could  be 
insured,  what  parties  should  participate  in  the  development  of  these 
strategies,  how  these  strategies  should  be  funded,  etc.  These  are  all 
critical  issues.  However,  it  seems  to  me  that  the  fundamental  issue  is  one  of 
whether  there  is,  at  some  point,  to  be  an  entitlement  for  people  or  whether 
this  is  going  to  be  a  reimbursement  methodology.  Which  of  the  two  is  chosen 
will  determine  several  things.  It  will  determine  the  role  of  the  parties 
involved — private  sector,  public  sector,  insurers,  insured.  In  addition,  it 
will  influence  the  types  of  information  that  will  be  disseminated  and  the 
types  of  expectations  that  will  be  generated  based  on  the  discussion, 
development  and  implementation  of  programs  whose  purpose  is  to  provide  health 
insurance  for  the  uninsured  and/or  uninsurable. 

The  immediate  question  to  be  addressed  is,  Are  people  entitled  to  access 
to  basic  health  care  services  regardless  of  ability  to  pay?  The  next  question 
is,  What  is  currently  being  done  and  by  whom?  And,  finally,  we  need  to  ask 
What  is  lacking? 

I  think  most  will  agree  there  are  regional  differences,  within  and  between 
states,  and  the  target  population  needs  may  be  very  unique  within  regions.  A 
beginning  point  would  be  for  states  to  take  a  comprenens i ve  look  at  what  is 
available.  What  are  the  different  groups  doing,  what  are  different  groups' 
expectations,  and  what  are  people's  expectations  about  what  we  would  hone  to 
cover?  Medicaid,  as  Rick  Curtis  just  pointed  out,  cannot  cover  some  of  this 
group,  as  people  might  hope  (although  Congress,  through  legislation,  may  play 
a  more  active  role  in  increasing  access  to  health  care). 

DONALD  COHODES:  I  would  like  to  make  a  few  comments  based  on  experience 
in  working  in  communities  trying  to  put  different  subsidies  together  into  an 
insurance  offering. 
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The  first  observation  is  that  there  is  a  huge  reluctance  even  to  come  to 
the  table.  And  when  people  do  come  to  the  table,  they  present  it  always  as 
someone  else's  responsibility  and  problem,  not  theirs.  Any  agreement  you  are 
able  to  reach  is  usually  an  agreement  on  the  least  burdensome  approach,  and 
the  result  is  either  a  bandaid  or  a  very  limited  solution  that  takes  the  edge 
off  the  problem  but  does  not  address  the  essence  of  it.  The  ironic  aspect  is 
that  this  type  of  approach  reduces  the  political  momentum  that  you  would  be 
able  to  build  up  if  the  problem  went  completely  unaddressed.  So  sometimes  you 
wonder  if  is  it  worth  going  after  a  bandaid  or  waiting  for  things  to  get  to 
the  outrage  stage.  It's  always  a  tough  call  to  make,  but  I  have  seen  the 
pattern  repeated  in  a  number  of  communities  around  the  country. 

I  have  two  other  observations  The  first  is  the  issue  of  an  affordable 
price.  It  may  be  that  no  price  is  affordable  for  some  groups.  When  we  worked 
in  some  communities  and  tried  to  get  an  insurance  product  out  that  was  between 
5  percent  and  7  percent  of  the  wage  bill  of  the  low-income  worker,  with 
low-income  defined  as  $10,000  to  $12,000,  it  didn't  sell.  That  was  still  too 
much  money,  even  though  it  was  a  hugely  subsidized  product. 

The  second  is  the  appropriate  role  of  government.  I  want  to  suggest  that 
a  certain  segment  of  the  population  is  making  the  right  decision  by  not  buying 
health  insurance.  It  may  be  appropriate,  it  may  be  rational,  for  them  to  do 
it.  It  may  be  paternalistic  for  us  to  try  to  make  them  buy  health  insurance. 
They  may  be  healthy,  they  may  be  good  judges  of  their  risk,  and  they  may  not 
be  a  burden  to  society.    Why  should  we  make  them  buy  health  insurance? 

RICHARD  CURTIS:  I  will  just  point  out  that  while  many  uninsured  persons 
are  relatively  young  adults  who  may  make  a  rational  economic  decision  not  to 
insure  themselves  in  terms  of  the  heal th  risk,  this  is  the  population  most  at 
risk  of  an  automobile  accident.  If  you  go  to  any  tertiary  center  in  the 
country  you  find  a  fair  number  of  very  high  cost  trauma  admissions  with  no 
insurance  coverage.  Such  economic  externalities  raise  a  larger  public  policy 
issue.  Whether  or  not  it's  a  rational  economic  decision  for  these  young 
adults  as  individuals  to  buy  insurance,  there  is  a  legitimate  issue  regarding 
a  rational  public  policy  response. 

There  is  one  further  important  issue  to  mention  briefly  here.  Under  the 
federal  ERISA  law,  self-insured  entities  are  not  subject  to  most  State 
insurance  regulation.  That  means,  in  essence,  that  many  large  employers  are 
not  subject  to  mandated  benefit  requirements.  Ironically  small  employers  and 
individuals  are.  There  are  cost  and  affordabi 1 i ty  implications  of  this 
difference,  and  no  one  knows  exactly  how  great  they  are.  As  states  think 
about  this  benefit  issue,  they  need  to  think  through  what  their  assumptions 
were  when  they  adopted  mandated  benefit  approaches,  whom  they  are  now 
affecting,  and  whether  it  makes  any  sense  in  the  current  context. 
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PART  IV 
STRATEGIES  FOR  COST  SAVINGS 


1 .     FRAMEWORK  AND  ANALYSIS 
by   Gary  Claxton 

Managed  Care  and  Other  Cost  Containment  Strategies 

Managed  care  or  other  cost  containment  strategies  are  being  relied  upon  to 
control  costs  in  most  of  the  programs  being  developed  for  the  uninsured. 
These  programs  are  concerned  with  how  to  control  the  pent-up  demand  for 
services  by  the  currently  uninsured  without  unjustly  limiting  or  denying 
necessary  services.  The  past  teaches  us  that  demand  for  services,  and  their 
price,  expand  with  the  level  of  coverage  provided.  Virtually  all  public  and 
private  health  insurance  programs  use  cost  containment  strategies,  and  a 
variety  of  approaches  and  strategies  have  been  developed  to  control  health 
care  expenditures.    The  most  common  strategies  are: 

Primary  care  case  management,  in  which  a  physician  manages  or 
controls  the  patient's  access  to  services; 

External  review  of  services,  including  precertif ication  of  hospital 
admissions,  peer  review,  second  opinion  and  other  programs  which 
assess  the  propriety  of  physician  decisions;  and 

Price  controls,  which  include  selective  contracting  with  providers 
and/or  mandatory  price  controls  connected  with  program  participation 
or  professional  licensure. 

The  question  for  states  and  others  concerned  with  the  uninsured  is:  Which 
strategies  are  appropriate  for  programs  targeted  to  this  population? 

An  important  part  of  the  answer  will  be  determined  by  the  type  of  benefits 
offered  to  the  uninsured.  An  HMO-type  managed  care  approach,  in  which  primary 
care  physicians  oversee  the  patient's  health  care  needs,  is  not  possible  if 
ambulatory  care  is  not  a  provided  benefit.  Programs  which  offer  catastrophic 
or  basic  health  coverage,  or  which  have  significant  deductibles,  must  use 
other  cost  containment  approaches.  For  example,  requirements  for 
preauthori zation  of  hospital  admissions,  second  surgical  opinions,  and 
retrospective  review  by  peer  review  organizations  would  be  appropriate  for 
controlling  utilization  for  these  more  limited  benefit  coverages.  Several 
Blue  Cross  and  Blue  Shield  plans  recently  have  extended  these  cost  containment 
programs  to  their  lower  cost  policies  with  apparent  success. 

Programs  for  the  uninsured  which  provide  more  comprehensive  benefits  could 
use  the  prospective  or  retrospective  utilization  review  programs  mentioned 
above,  or  could  choose  a  managed  care  approach  to  control  utilization.  In  a 
managed  care  system,  an  enrol  lee  agrees  to  receive  care  through  a  limited 
group  of  providers  contracting  with  the  program.  Utilization  ccntroils  are 
usually  facilitated  through  financial  incentives  to  primary  care  and  other 
providers  to  provide  or  authorize  only  necessary  care.  Managed  care  srograms 
have  successfully  reduced  costs  in  both  Medicaid  and  private  market  settings. 

Price  contracts,  could  be  utilized  by  programs  with  any  level  of 
benefits.  Selective  contracting  is  one  option;  it  reauires  or  encourages 
enrollees  to  obtain  services  from  selected  providers.  Another  price  control 
option    would    be    to    require    physicians    and    hospitals    to   accept  Medicaid 
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reimbursement  rates  for  treating  enrol  lees  in  programs  for  the  uninsured. 
States  also  must  consider  what  cost  containment  programs  currently  exist  in 
the  target  marketplace  before  designing  programs  for  the  uninsured.  It  may  be 
far  more  efficient  for  states  to  contract  with  private  payors  or  utilize 
Medicaid  cost  containment  programs  to  control  costs  in  these  programs.  To  be 
selected,  providers  usually  must  demonstrate  that  they  provide  quality  care  in 
a  cost-conscious  manner. 

Benefit  Coverage 

Decisions  regarding  the  scope  and  nature  of  benefit  coverage  are  crucial 
in  designing  affordable  insurance  products  for  the  currently  uninsured  or  for 
any  population.  The  high  cost  of  insurance  is  the  primary  reason  many 
uninsured  people  do  not  have  insurance,  and  payments  to  providers  are  the 
largest  component  of  health  insurance  costs.  To  produce  insurance  options 
that  are  affordable  to  the  working  uninsured,  or  their  employers,  great  care 
must  used  to  design  benefit  coverage  which  provides  adequate  coverage  but 
avoids  over  utilization  and  adverse  selection.  And,  while  affordabi 1 i ty  is  a 
critical  concern  in  designing  a  health  insurance  product  for  the  uninsured, 
the  benefit  package  also  must  be  sufficiently  desirable  to  make  small 
employers  and  individuals  wish  to  buy  the  product. 

Types  of  Coverage.  Health  insurance  protection  may  be  offered  in  a  number  of 
forms.  The  range  of  covered  services,  maximum  benefit  amounts,  deductible  and 
coinsurance  limits,  benefit  exclusions  and  provider  options  may  all  vary.  The 
following  is  a  basic  breakdown  of  traditional  coverage  types:'' 

•  Catastrophic  Coverage:  Provides  coverage  for  large  hospital  and 
medical  expenses  for  acute  care,  often  limited  to  expenses  incurred 
during  hospitalization.  Coinsurance  requirements  and  rather  large 
deductibles  would  be  included. 

t  Basic  Health  Coverage:  Provides  coverage  for  hospital  and  medical 
expenses  incurred  in  the  hospital.  Small  deductibles  and  coinsurance 
requirements  sometimes  apply.  Policy  limits  (maximum  amount  of 
covered  expenses)  usually  are  low.  Hospital  Expense  and  Medical 
Expense  policies  sometimes  are  issued  separately. 

•  Ambulatory  Coverage:  Provides  coverage  for  medical  expenses  incurred 
outside  the  hospital  setting,  including  physician  office  visits  and 
diagnostic  or  laboratory  expenses. 

•  Major  Medical  Coverage:  Provides  coverage  for  a  broad  range  of 
medical  expenses,  whether  incurred  in  the  hosDitai  or  in  an 
ambulatory  setting.  Expenses  for  chronic  illnesses  and  home  health 
care  or  nursing  home  care  may  be  covered  in  part.  Policy  limits 
usually  are  very  high.  Coinsurance  and  rather  large  deductible 
requirements  usually  apply. 

•  ComDrehens i ve  Coverage:  Provides  a  combination  of  basic  and  major 
medical  coverages.  A  broaa  range  of  medical  expenses  are  covered  in 
both  the  hospital  and  amDulatory  settings.  Policy  limits  usually  are 
very  high.  Coinsurance  and  modest  deductible  requirements  may  be 
i  ncl uded . 
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•  Managed  Care  Coverage:  Provides  comprehensive  coverage  through  a 
network  of  providers  who  contract  with  the  payor  establishing  the 
managed  care  system. 


Factors  Involved  in  Choosing  Benefit  Coverage.  Many  factors  need  to  be 
considered  in  designing  a  benefit  package  for  the  uninsured;  some  of  the  more 
important  are  affordabi 1 i ty ,  demand,  target  population,  state  laws,  adverse 
selection  control,  and  utilization  and  expense  controls. 

a.  Affordabi 1 i  ty 

If  states  or  others  wish  to  decrease  the  incidence  of  uninsurance,  they 
must  strive  to  reduce  the  cost  of  health  insurance  to  the  uninsured.  The  cost 
of  existing  health  insurance  products  is  the  primary  reason  many  individuals 
do  not  have  coverage.  Over  64  percent  of  the  uninsured  have  family  incomes 
under  200  percent  of  poverty.2  In  a  survey  of  uninsured  persons  with 
incomes  under  200  percent  of  poverty  conducted  for  the  Washington  (State) 
Health  Care  Project  Commission,  over  85  percent  of  those  surveyed  stated  that 
they  did  not  have  private  insurance  because  it  was  too  expensive.3 

Even  if  a  program  were  developed  that  delivered  only  necessary  services  in 
the  most  efficient  manner,  the  premium  would  be  relatively  costly.  Hospital 
and  medical  care  are  expensive,  so  the  premiums  for  even  basic  coverage  are 
significant  for  most  people.  If  costs  for  routine  ambulatory  services  and 
physician  office  visits  are  added,  the  premium  increases  significantly. 
States  or  others  attempting  to  address  the  problems  of  the  uninsured  must 
realize  that  they  are  working  with  very  expense  inputs  (medical  care)  and  that 
the  cost  of  the  comprehensive  coverage  offered  by  many  large  employers  would 
be  beyond  the  limits  of  most  families. 

Cost  realities  suggest  that  programs  designed  for  purchase  by  the 
uninsured  may  need  to  offer  a  lower  level  of  benefits  than  large  employer 
group  plans.  Catastrophic  coverages,  which  protect  families  from  financial 
ruin  caused  by  long  hospital  stays  and  expensive  surgeries,  may  be  the  only 
level  of  coverage  many  of  the  uninsured  can  afford  unless  new  ana  innovative 
approaches  are  found.  An  alternative  approach  being  developed  by 
Intermountai n  Health  Care  in  the  state  of  Utah  (see  State  Profiles  in  Part  IX) 
includes  a  novel  combination  of  ambulatory  care  coverage  and  15  days  annually 
of  inpatient  hospital  coverage. 

b.  Demand 

Unless  a  state  or  private  entity  is  going  to  subsidize  premium  costs 
completely,  programs  designed  for  the  uninsured  must  be  sufficiently  desiraole 
that  the  uninsured  or  their  employer  will  buy  them.  Selling  coverage  to  the 
uninsured  may  be  a  difficult  task  because  the  puolic  is  used  to  thinking  of 
health  insurance  as  the  coverage  offered  to  large  employer  groups.  The 
uninsured  and  their  employers  may  not  be  interested  in  less  comprenens ; ve 
coverages,  even  if  they  are  offered  at  bargain  orices. 

States  or  others  involved  in  efforts  to  design  affordable  options  for  this 
population  can  survey  the  uninsured  and  their  employers  to  ascertain  what 
benefits  they  want  and  how  much  the  family  and/or  employer  is  willing  to  Day 
for    coverage."     A    substantial    amount    of    public    information    also   may  be 
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needed  to  make  people  (uninsured  and  insured)  aware  of  how  much  health 
insurance  costs.  The  public  is  generally  unaware  of  the  costs  of  health 
insurance  because  most  people  are  covered  under  employer  or  public  programs. 

c.  Target  Population 

The  characteristics  of  the  population  that  a  program  is  designed  to  serve 
affect  the  decisions  regarding  what  benefits  to  offer.  Low-income  individuals 
and  most  low-wage  employers  obviously  cannot  afford  expensive  coverages 
without  significant  subsidies.  Programs  targeted  to  medically  uninsurable 
people  may  need  to  focus  benefit  coverage  toward  the  chronic  care  needs  of 
this  high  risk  population.  The  uninsured  population  contains  a  variety  of 
subpopulations ,  and  a  state  or  private  effort  to  provide  coverage  to  this 
population  may  need  to  design  different  coverages  to  fit  the  characteristics 
of  these  subgroups. 

d.  Mandated  Benefits 

Mandated  benefit  laws  affect  benefit  coverage  by  requiring  insurers 
(including  Blue  Cross  and  Blue  Shield  Plans)  to  cover  specified  services 
(e.g.,  substance  abuse,  home  health  care),  or  reimbursment  for  specified 
subspecialties  of  providers  (e.g.,  nurse  midwives,  chiropractors).  Insurers 
contend  that  these  laws  substantially  raise  the  cost  of  health  insurance;  a 
1985  survey  done  for  Blue  Cross  and  Blue  Shield  of  Maryland  estimates  that  the 
costs  to  the  plan's  members  in  1984  for  benefits  mandated  by  the  state  of 
Maryland  were  S222.16  per  family  contract  per  year,  or  over  11  percent  of 
total  benef i  t  costs . 5 

These  laws  may  limit  efforts  to  provide  affordable  insurance  options 
involving  private  insurers.  States  may  wish  to  exempt  programs  for  the 
uninsured  from  some  of  these  laws  if  including  the  mandated  benefits  will 
significantly  affect  affordabi 1 i ty  of  the  product.  Many  large  employers  and 
unions  have  chosen  to  self-insure  their  health  benefit  plan  in  part  to  avoid 
the  costs  of  mandated  benefit  requirements.  Self-funded  plans  are  exempt  from 
these  requirements  under  ERISA.  The  result,  ironically,  is  that  mandated 
benefit  provisions  largely  apply  to  small  employers  and  individuals,  who  are 
least  able  to  afford  the  additional  cost. 

e.  Adverse  Selection 

As  discussed  earlier,  there  is  a  potential  for  adverse  selection  when 
applicants  with  poor  health  status  can  choose  to  buy  coverage  at  a  standard 
rate.  Small  group  and  individual  plans  usually  control  adverse  selection 
through  medical  underwriting  (medical  questionnaires  and  physical 
examinations),  but  these  procedures  are  expensive  and  not  completely 
effective.0  To  further  protect  against  the  effects  of  adverse  selection, 
many  of  these  plans  also  include  a  preexisting  condition  exclusion  wnich 
eliminates  coverage  for  a  period  of  time,  usually  six  months,  for  expenses 
relating  to  conditions  that  were  diagnosed  or  known  of  before  the  coverage 
began.  This  protects  the  plan  against  individuals  who  join  because  of  a  Known 
illness  or  condition  that  requires  immediate  treatment. 
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f.    Utilization  and  Expense  Controls 

The  inclusion  of  deductibles  and  coinsurance  requirements  in  benefit  plans 
can  significantly  reduce  claims  and  expenses  thereby  reducing  premium  costs. 
These  features  discourage  enrol  lees  from  unnecessary  utilization  because  the 
enrol  lee  pays  part  of  the  cost  of  the  service. 

Adding  deductibles  to  a  benefit  plan  also  can  reduce  claims  handling 
expenses,  because  small  routine  claims  are  no  longer  reimbursed  under  the 
plan.  Families  often  can  anticipate  and  budget  for  these  expenses,  which  is 
more  efficient  than  handling  the  claims  through  insurance.  For  lower-income 
persons,  however,  significant  cost  sharing  requirements  can  present  a  serious 
barrier  to  needed  care. 

Also,  cost-sharing  exemptions  can  be  used  as  an  incentive  to  promote  use 
of  those  low-cost  services  that  reduce  the  need  for  expensive  services  in  the 
future.  For  example,  providing  full  coverage  of  prenatal  services  will 
eliminate  financial  barriers  to  the  use  of  this  cost-effective  care. 
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2.    MANAGED  CARE  AND  OTHER  COST  CONTAINMENT  APPROACHES 
by    Mark  Merl i  s 

As  we  begin  to  develop  and  try  to  price  programs  to  bring  health  care 
coverage  to  those  who  are  presently  uninsured,  we  are  inevitably  haunted  by 
the  optimistic  cost  projections  and  the  uncontrolled  realities  of  our  last 
great  experiment  in  expanding  health  coverage,  the  establishment  of  Medicaid 
and  Medicare  20  years  ago.  From  the  very  start,  the  cost  of  those  programs 
wildly  exceeded  the  initial  estimates.  Similar  problems  plagued  some  of  the 
early  state  experiments  with  catastrophic  coverage  systems  in  the  late  1970s. 

So  we  learned  a  lesson,  a  sort  of  extension  of  Parkinson's  law,  which  in 
hindsight  seems  elementary:  The  demand  for  services,  and  especially  the 
provider  generated  demand  for  services,  readily  expands  to  fit  the  level  of 
coverage  provided.  The  population  who  cannot  get  services  today  can  be  turned 
into  overuti 1 i zers  with  amazing  ease.  Many  of  the  programs  currently  planned 
for  the  uninsured  are  designed  to  include  at  the  very  outset  the  sorts  of 
controls  belatedly  imposed  in  other  health  insurance  programs. 

The  typical  strategies  of  managed  care  and  other  kinds  of  cost  containment 
approaches  are  familiar  by  now.  The  first  is  the  primary  care  case  manager  or 
gatekeeper,  controlling  access  to  referral  and  inpatient  services  and  often 
operating  under  some  sort  of  financial  incentive  to  limit  care.  The  second  is 
externally  imposed  organizational  control  in  the  form  of  preauthori zation 
requirements,  concurrent  or  retrospective  review,  mandatory  second  opinions, 
lists  of  procedures  to  be  performed  on  an  outpatient  basis  and  the  whole 
utilization  review  armamentarium. 

The  third  is  price  control,  selective  contracting  or  negotiated  discounts 
with  providers  of  care.  Cost  containment  programs  can  use  any  one  of  those 
approaches  or  even,  as  in  many  HMOs,  all  of  them. 

The  question  before  us  is  the  extent  to  which  they  are  adaptable  to 
programs  for  the  uninsured  and  especially  those  offering  very  limited  benefit 
packages—the  sort  of  Blue  Cross  low  option  plan  that  a  lot  of  people  talk 
about  as  the  theme  for  the  uninsured. 

I  want  to  go  very  briefly  through  some  thoughts  about  the  three  basic 
strategies;  I    don't  have  solutions. 

The  first  is  primary  care  and  related  case  management  activities.  I  think 
that  those  who  will  be  served  by  programs  for  the  uninsured  may  be  likely  to 
resemble  Medicaid  recipients,  not  necessarily  in  their  health  needs  or  even  in 
their  income — we  have  heard  a  great  many  are  not  very  much  like  Medicaid 
recipients  in  their  income—but  in  their  probable  care  seeking  behaviors.  The 
uninsured  may  have  the  same  kinds  of  ties  to  what  we  don't  think  of  as 
appropriate  sources  —  like  outoatient  departments  and  emergency  rooms — and  they 
are  probably  even  more  likely  than  Medicaid  beneficiaries  to  be  oriented 
towards  fragmented  or  episodic  care.  So  it  does  seem  logical  that  the  same 
sort  of  case  management  approaches  that  help  to  contain  costs  in  the  Medicaid 
sector  would  also  work  for  the  uninsured.  As  we  will  be  hearing,  some  of  the 
new  programs  for  the  uninsured  are  actually  expansions  or  outgrowths  of 
programs  that  were  originally    designed  for  Medicaid. 
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The  catch,  of  course,  is  that  the  first  thing  people  think  of  dropping 
when  they  are  constructing  a  low  option  minimal  plan  is  office  physician 
services.  Without  something  approaching  first  dollar  coverage  for  these 
services,  however,  meaningful  coordination  of  care  may  well  be  unobtainable. 
There  may,  however,  be  some  conceivable  ways  of  linking  limited,  basically 
hospital  centered,  programs  to  existing  sources  of  ambulatory  care  to  the 
indigent,  such  as  community  health  centers  or  other  publicly  funded  clinics. 
Programs  for  the  uninsured  might  even  make  a  financial  contribution  to  those 
clinics,  more  or  less  paralleling  the  direct  federal  funding  that  they  are 
getting,  to  subsidize  a  sliding  fee  scale  for  ambulatory  care  for  enrol  lees 
who  are  otherwise  basically  insured  for  inpatient  only  services.  I  don't  know 
what  that  price  is,  and  I  don't  know  what  the  point  is  at  which  it's  worth 
paying  more  to  furnish  a  little  more  ambulatory  care  or  a  little  more  subsidy 
in  return  for  potential    control  and  management  of  the  patient. 

Some  of  the  more  comprehensive  plans  which  do  include  primary  care  may 
attempt  to  emulate  the  risk  sharing  and  other  forms  of  provider  incentives 
used  by  HMOs.  These  approaches  are  the  subject  of  a  lot  of  controversy,  much 
of  it  centering  around  asking  small  scale  providers  to  accept  large  risks. 
The  problems  can  be  heightened  in  bringing  the  programs  to  the  uninsured. 
Because  they  are  denied  access  to  care,  we  don't  have  any  exact  notion  of  whom 
they  are  likely  to  resemble  in  health  care  utilization  or  what  they  are  likely 
to  cost  when  care  actually  becomes  available  to  them.  So  the  kind  of 
projections  used  in  developing  risk-sharing  for  programs  in  which  we  have  long 
experience  with  the  population  is  unlikely  to  be  feasible  until  the  programs 
for  the  uninsured  have  operated  long  enough  to  build  up  a  set  of  utilization 
expectations . 

External  utilization  control  seems  more  readily  workable.  Mechanisms  such 
as  preauthori zation  requirements  are  readily  adaptable  and  may  be  the  only 
cost  containment  mechanism  available  in  programs  that  exclude  ambulatory 
care.  Their  workability  may  in  some  instances  be  constrained  just  because  the 
benefit  package  is  limited.  Utilization  control  depends  in  part  on  an  ability 
to  shift  patients  from  one  sort  of  service  to  another.  It's  hard  to  refuse 
admissions  for  diagnostic  Drocedures  when  you  are  not  covering  them  on  an 
outpatient  basis;  and  attempts  to  reduce  inpatient  length  of  stay  may  be 
hindered  if  home  health  care  and  office  visits  are  unavailable.  Controls  will 
have  to  be  carefully  designed  and  limited  in  scope  if  they  are  to  avoid 
bringing  back  the  problems  the  program  is  trying  to  alleviate. 

Selective  contracting  seems  to  be  the  easiest  approach  for  programs  to 
take.  Obviously,  some  kind  of  prudent  purchaser  approach  could  make  some 
difference  in  affordabi 1 i ty  of  the  programs  whatever  the  scope  of  coverage 
i  nvol ved . 

These  price  competition  approaches  have  led  to  extensive  debate  as  to 
their  potential  impact  on  quality  and  freedom  of  choice.  I  don't  want  to 
repeat  all  the  arguments,  but  one  argument  may  be  worth  emphasizing.  Providers 
who  lose  out  in  a  competitive  system  may  be  precisely  those  who  serve  the 
uninsured  population:  inner  city  facilities  and  the  teaching  hospitals.  They 
might  be  locked  out  of  the  program  wnile  they  are  continuing  to  serve  all  the 
people  whom  a  limited  enrollment  program  would  not  be  reaching. 

Still,  the  resources  available  for  these  programs  are  limited,  and  there 
are  enormous  differences  in  unit  cost  for  inpatient  care  prevailing  in  a 
single  area.  Introducing  competition  could  have  an  impact  on  the  scope  of 
services  that  could  be  offered  and  on  the  number  of  persons  who  can  be  served. 
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3.    COST  CONTAINMENT:    THE  WISCONSIN  EXPERIENCE 
by    Saroja  Reddy 

I  would  like  to  give  a  little  background  on  what  we  have  done  in  Wisconsin 
in  the  past  several  years  regarding  public  employees  and  our  AFDC  enrollment 
into  Health  Maintenance  Organizations  (HMOs)  under  the  Medicaid  program. 

In  a  well-functioning,  competitive  market,  demand  is  relatively 
independent  of  supply.  Consumers  make  informed  decisions  about  purchases  of 
goods  and  services.  In  this  scenario,  price  is  the  equalizer  of  supply  and 
demand.  Price  acts  as  a  measure  of  the  benefit  of  a  product  and  as  a  catalyst 
for  supply  to  meet  demand.  To  the  degree  that  suppliers  compete  for  the 
available  funds  consumers  allocate  for  their  products,  they  may  be  faced  with 
having  to  cut  costs  and  enhance  the  value  of  their  product. 

During  the  1970s  and  early  1980s,  the  health  care  industry  was  a  classic 
example  of  a  market  failure.  Delivery  systems  had  produced  incentives  for 
waste,  overuse,  and  an  upward  spiral  of  fees,  and  had  produced  disincentives 
for  economy  and  efficiency.  Ironically,  competition  was  fostered,  although 
this  competition  was  predominantly  service-based  rather  than  price-based.  The 
expansion  of  private  and  government  health  insurance  coverage — as  well  as  the 
perception  that  health  care  coverage  was  part  of  an  employee's  wage  and  fringe 
package,  which,  in  some  instances,  was  negotiable — resulted  in  individuals 
being  relatively  insulated  from  the  impacts  of  spiraling  health  care  costs. 
With  someone  else  paying  the  bill,  consumers  had  little  incentive  to  make 
informed  decisions  about  cost-effective  use  of  their  health  care  dollar. 
Thus,  competition  became  service-based  rather  than  cost-based,  with  physicians 
and  hospitals  tending  to  adopt  expensive  and  elaborate  procedures.  The  result 
was  the  development  and  growth  of  a  health  care  market  which  was 
provider-driven.  This  trend  was  further  exacerbated  by  the  lack  of  consumer 
information  regarding  quality,  quantity  and  price  of  required  medical  care. 

Conventional  health  insurance  has  been  premised  on  three  factors  which 
tend  to  perpetuate  a  service-based,  provider-driven  health  care  delivery 
system:  free  choice  of  physicians,  fee-for-servi ce  payment,  and  cost 
reimbursement  to  hospitals. 

The  Wisconsin  Approach 

Prior  to  1982,  health  care  delivery  systems  in  Wisconsin  operated  under 
the  traditional  fee-for-servi ce  based  payment  system.  In  this  environment  no 
incentives  existed  to  promote  economy  and  efficiency  among  health  care 
providers.  At  a  time  of  high  inflation  the  rate  of  health  care  costs  was 
rapidly  rising  into  the  double  digits.  Since  health  care  providers  had  no 
rationale  for  controlling  utilization  of  their  services  and  the  few 
alternative  health  care  plans  offered  were  ineffective  at  promoting  cost 
containment  due  to  lack  of  market  penetration,  the  trend  toward  cost-push 
inflation  was  unabated  in  the  health  care  market.  Moreover,  it  was  felt  that 
lack  of  effective  regulatory  measures  further  increased  these  inflationary 
trends . 

Since  1982,  however,  Wisconsin  has  demonstrated  a  commitment  to  the 
containment  of  the  rapidly  rising  costs  of  health  care.  Statewide  initiatives 
to  contain   the   rate  of  growth  of  health   care   costs   have   resulted   in  the 
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development  and  implementation  of  a  comprehensive  approach  that  combines  both 
regulatory  and  competitive  strategies. 

Results  of  Health  Care  Cost  Containment  in  Wisconsin:    State  Employees 

Wisconsin's  policies  regarding  health  care  cost  containment  for  state 
employees  have  been  very  successful  in  yielding  significant  savings.  The 
groundwork  for  this  initiative  rested  on  statutory  authority  for  four  critical 
provisions: 

Legitimation  and  strengthening  of  closed  panel  HMOs  and  PPOs. 

Pooling  of  state  employees  for  the  purposes  of  competitively  bidding  for 
health  care  plans. 

Equalization  of  the  state's  contribution  rate  at  the  price  of  the  lowest 
competitively  bid  health  care  plan. 

Employers  with  more  than  25  employees  had  to  offer  a  prepaid  health  care 
plan  to  their  employees  if  one  was  available.  (This  dual  choice  provision 
was  subsequently  repealed). 

As  a  result  of  the  above  steps,  the  state  created  a  competitive 
environment  conducive  to  the  formation  and  proliferation  of  alternative  health 
care  delivery  systems.  With  the  enhanced  market  penetration  of  prepaid  health 
care  plans,  pooling  of  state  employees  for  competitive  bidding  encouraged 
lower  cost  plans  and  alleviated  cost  increases  generally  associated  with 
adverse  selection.  Similarly,  equalization  of  the  state's  contribution,  90 
percent  of  standard  plans  and  105  percent  of  the  lowest  cost  alternative  plan, 
meant  that  state  employees  choosing  more  expensive  plans  were  required  to  pay 
the  difference.  With  some  financial  responsibility  placed  on  employees, 
incentives  were  created  for  them  to  become  "prudent"  purchasers  of  health 
care.  Lastly,  increased  availability  of  information  on  health  insurance 
options  served  to  further  educate  and  inform  employees  as  to  what  choices  they 
had,  and  the  cost  of  those  choices. 

Another  factor  crucial  to  the  success  of  the  cost  containment  efforts  was 
the  separation  of  health  care  benefits  as  part  of  the  wage  and  fringe 
package.  Specifically,  a  negotiated  agreement  between  the  state  and 
represented  employees  allowing  them  to  be  pooled  for  competitively  bid  plans, 
as  well  as  having  the  employees  endorse  the  equalization  authority  (i.e., 
union  membership  agreeing  to  "reductions  in  their  wage  and  fringe  package"  in 
real  dollar  terms),  was  a  major  step  in  the  state's  achievement  of  cost 
savi  ngs . 

Savings  attributable  to  the  above  state  employee  health  care  cost 
containment  initiative  are  significant.  Between  1983  and  1985,  the  state 
saved  a  total  of  approximately  $18  million  (see  fact  sheet).  This  trend  in 
level  of  savings  is  expected  to  continue,  although  at  a  somewhat  reduced  rate. 
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TABLE  1 


Fact  Sheet  on  State  Employee  Health  Benefit  Program 


Total  Number  of  Insured 
(includes  dependents) 

Total  Number  of  Contracts 
(excludes  dependents) 

Number  of  Active  Employee 
Contracts 

Number  of  Retired  Employee 
Contracts 


1/1/82 
1 52 , 600 

62,300 

50,200 

12,100 


1/1/86 
160,000 

65,600 

54,489 

11,111 


1984 


1986 


Estimated  Annual  Premium 

Active  employees 
-State  share 
-Employee  share 
Total 

Retired  Employees 

Total  Premium  Income 


$78,500,000 
$  5,500,000 
$84,000,000 

$12,400,000 

$96,400,000 


$87,000,000 
$  6,200,000 
$93,200,000 

$12,800,000 

$106,000,000 


Number  of  Alternative  Health  Plans  (HMOs)  Available 
(through  October  1987) 

Year  No.  of  Plans 


1982  7 

1983  8 

1984  16 

1985  20 

1986  25 

1987  30 


Percent  Change  in  Premiums 
(through  October  1987) 


Year  Percentage  Change 

1982  +30.4% 

1983  +22.17. 

1984  +  4.8% 

1985  +  2.8% 

1986  +  5.0% 

1987  +  4.7% 
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TABLE  1  (cont.) 


Percentage  of  Employees  Enrolled  in  HMOs 


Year  Percent  Enrolled 

1982  13.4% 

1983  18.0% 

1984  65.0% 

1985  69.0% 

1986  72.0% 

1987  (unknown) 

Increase  in  Average  Cost  Per  Contract  (cumulative) 

Total  Employer  Share  Employee  Share 

1983-1986        +6%  +9.5%  -2.6% 


Health  Care  Cost  Containment:    NonState  Public  Sector 

In  Wisconsin,  it  was  felt  that  the  success  of  the  state  employee  health 
cost  containment  initiative  could  be  used  in  the  nonstate  public  sector. 
While  the  halo  effect  of  the  proliferation  of  prepaid  health  care  plans  in  an 
increasingly  competitive  health  care  market  has  some  affect  on  nonstate 
employers  and  employees,  more  could  be  done  to  enhance  health  care  cost 
containment  for  these  groups.    To  this  end,  in  1985,  the  state: 

Clarified  statutory  language  relating  to  antitrust  provisions  regarding 
formation  of  joint  ventures. 

Extended  the  State  Group  Insurance  Board  "dual  choice"  plan  to  local  units 
of  government  on  an  optional  basis  through  creation  of  insurance  pool(s) 
separate  from  the  state  employees  pool. 

Began  to  provide  technical  assistance  to  all  interested  employers 
regarding  the  formation  of  joint  ventures  and  other  cost  containment 
strategi  es . 

Stemming  from  the  policies  described  above,  Wisconsin  is  experiencing  an 
increase  in  the  formation  of  joint  ventures,  which  should  serve  to  further 
enhance  competition  among  specific  providers  groups  (such  as  dentists  or 
pharmacists)  and  lead  to  lower  priced  services  to  the  consumer.  It  is  too 
early  to  estimate  the  cost  savings  which  nonstate  public  sector  groups  may 
experience  as  a  result  of  some  of  the  aoove  provisions. 

Health  Care  Cost  Containment:    MA-AFDC  Enrollment 

One  of  the  major  impacts  of  the  state  employee  health  insurance  initiative 
to  the  State  of  Wisconsin  (in  addition  to  the  cost  saving)  was  that  it  laid 
the  groundwork  to  enroll  Wisconsin's  MA-AFDC  recipients  into  HMOs. 

The  impetus  to  enroll  MA-AFDC  recipients  into  HMOs  was  the  result  of 
several  factors.  Primary  among  these  was  the  exorbitant  growth  rates  in  MA 
expenditures  as  shown  in  Table  2. 
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TABLE  2 


Year 

MA  Expenditure 

%  Change 

1979 

$567,635, 100 

24. 1% 

1 980 

$679,376,500 

19.7% 

1981 

$824,346,300 

21.3% 

1 982 

$851 ,003 ,200 

3 . 2% 

1983 

$876,431 ,000 

3.0% 

1984 

$944,376,400 

7.8% 

1985 

$1 ,001 ,180,000 

6.0% 

1986 

$1 ,030,342,305 

2.9% 

In  the  past,  MA  has  been  regulated  by  the  establishment  of  eligibility 
thresholds,  reimbursement  rate  methodologies,  and  delineation  of  services 
which  were  covered.  Consequently,  attempts  to  control  MA  costs  were 
effective,  but  generally  resulted  in  reduced  benefits  and/or  reduced  numbers 
of  eligibles.  In  1982,  Wisconsin  requested,  and  was  granted,  a  federal  waiver 
of  freedom  of  choice  under  the  MA  program.  This  waiver  permitted  the  state  to 
do  the  fol 1 owi  ng : 

Mandate  enrollment  of  recipients  into  HMOs  where  the  state  has  contracts 
with  two  or  more  HMOs. 

require  HMO  enrollment,  if  only  one  HMO  existed  in  a  given  area,  or 
condition  thatit  permitted  di senrol lment  for  any  reason. 

permit  enrollees  to  switch  between  HMOs  on  30-day  notice,  but  not  switch 
back  to  fee-for-servi ce . 

restrict  the  waiver  to  AFDC  recipients,  not  SSI  or  medically  needy  groups. 

Wisconsin's  implementation  of  MA-AFDC  HMO  enrollment  occurred  in  two 
phases.  Phase  I  began  in  1983,  and  focused  enrollment  to  two  selected  HMOs  in 
different  areas  of  the  state.  In  addition,  recipients  were  enrolled  and  were 
also  allowed  to  opt  out  of  the  HMOs.  Phase  II  (latter  part  of  1983  and  into 
1984)  involved  a  major  competitive  bidding  process  in  Dane  and  Milwaukee 
Counties,  the  two  most  populous  counties  of  the  state.  Initial  enrollment  was 
done  on  a  voluntary  basis,  with  more  than  70  percent  voluntary  enrollments. 
Beginning  in  late  1984  and  early  1985,  however,  HMO  enrollment  was  made 
mandatory  (lock-in).  At  that  time,  30  percent  of  the  eligible  recipients  were 
assigned  to  HMOs. 

Currently,  122,000  MA-AFDC  recipients  in  two  counties  of  the  state  are 
enrolled  in  HMOs.  Another  8,500  will  be  enrolled  this  year  in  a  third 
county.  Over  the  next  two  years,  plans  will  be  implemented  to  expand 
enrollment  into  six  additional  counties,  adding  another  53,000  recipients. 

Under  this  Preferred  Enrollment  Initiative  (PEI),  the  state  requires  that 
HMOs  provide  24  hours-a-day,  7  days-a-week  access  to  care  for  enrollees. 
Moreover,  HMOs  are  required  to  inform  enrollees  with  detailed  information  on 
how  they  will  meet  this  requirement.  Similarly,  HMOs  must  provide  coverage  of 
all  emergency  room  services;  however,  special  conditions  apply  to  emergency 
room  treatment  of  persons  having  mental  illness,  Alcohol  or  Drug  Abuse,  or 
special   population  needs.     All   HMOs  are  required  to  have  a  Quality  Assurance 
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and  Utilization  Review  Program.  Quality  Assurance  is  intended  to  assess  the 
timeliness,  adequacy  and  outcome  of  care  through  examination  of  the 
following:  structures  for  provision  of  care;  process  by  which  care  is 
delivered;  and  measurable  outcome  of  care.  The  utilization  review  component 
is  intended  to  assure  appropriate  utilization  patterns  and  physician  practice 
patterns  to  identify  deviation  from  the  norm  and  initiate  any  necessary 
corrective  action.  In  sum,  these  programs  are  intended  to  assure  access  to 
health  care,  identification  of  medical,  administrative,  and  fiscal 
deficiencies,  and  implementation  of  corrective  action. 

In  addition,  HMOs  must  provide  a  grievance  procedure,  both  formal  and 
informal,  about  which  enrol  lees  must  be  informed  and  to  which  they  may 
appeal.  In  the  event  that  an  enrollee  is  dissatisfied  with  the  grievance 
procedure,  that  person  may  appeal  to  the  Department  of  Health  and  Social 
Services.  Lastly,  the  Department  must  maintain  a  hotline  to  resolve 
HMO-related  problems. 

While  there  are  attendant  administrative  costs  associated  with  the  PEI 
under  the  MA  program,  the  phased-in  enrollment  of  AFDC  recipients  into  HMOs 
has  yielded  significant  savings  estimated  as  shown  in  Table  3. 


TABLE  3 


Year  MA  Savings 

1984  $345,900 

1985  $5,532,100  (estimate) 

1986  $7,130,900  (estimate) 

1987  $7,358,200  (estimate) 


Concl usion 

Wisconsin's  approach  to  health  care  cost  containment  has  involved  a 
redefinition  and  broadening  of  its  health  care  delivery  systems.  The  result 
has  been  one  of  reinforcing  market-based  competition  which  is  price-driven 
rather  than  service-driven.  It  has  also  produced  a  significant  change  in  the 
relationship  between  health  care  providers  and  health  care  recipients.  On  the 
one  hand,  placing  the  health  care  provider  in  the  role  of  gatekeeper  in  order 
to  control  utilization  of  services  has  created  incentives  for  providers  to 
become  "prudent"  purchasers  and  producers.  Thus,  providers  are  sharing  in  the 
escalating  costs  of  health  care  and  are  being  rewarded  for  efficiency  and 
economy  in  the  delivery  of  their  services.  On  the  other  hand,  equalization  of 
the  state  contribution  for  state  employee  health  benefits  has  given  state 
employees  incentives  to  act  as  informed,  "prudent"  Durchasers  of  health  care. 
These  factors  were  translated  into  lower  overall  rates  of  growth  in  health 
care  costs. 

These  initiatives  initially  faced  political,  administrative,  and  financial 
obstacles,  with  the  primary  obstacles  being  political.  The  legalization  and 
strengthening  of  Health  Maintenance  Organizations  (HMOs)  and  Preferred 
Provider  Plans  (PPOs)  was  initially  opposed  by  the  State  Medical  Society  as 
well  as  health  care  providers.  Competitive  bidding  and  the  equalization  of 
state  contribution  for  state  employee  health  plans  required  negotiations  with 
the  State  Employee  Union  (who  initially  viewed  this  as  a  decrease  in  the 
fringe  benefit  package). 
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In  spite  of  this  progress,  more  needs  to  be  done.  Health  care  costs 
remain  out  of  control  for  many  smaller  private  sector  firms  and  many  units  of 
local  government.  State  assistance  may  be  required  in  order  to  duplicate,  for 
these  employers,  the  effective  cost  containment  strategies  utilized  by  the 
state.  We  also  need  to  do  more  for  the  uninsured.  (Wisconsin's  planned  State 
Health  Insurance  Program  (SHIP)  for  the  uninsured  is  discussed  next.* 

To  conclude,  I  would  like  to  say  that  access  to  health  care  is  a  policy 
area  of  major  implications.  There  are  many  approaches  which  could  be 
developed  and  implemented,  and  the  potential  costs  are  not  insignificant. 
Therefore,  it  is  imperative  that  discussion  continues.  It  appears  that 
pressures  on  states  to  provide  access  to  health  care  for  the  uninsured  is 
increasing,  and  yet  the  willingness  for  the  federal  government  to  help  states 
in  their  endeavors  appears  to  be  limited.  If  we  are  to  develop  a  coherent 
policy  of  health  care  in  this  country,  we  need  further  discussion  not  only  at 
the  state  level  but  at  the  federal  level  as  well. 


Wisconsin's  program  for  the  uninsurable  is  discussed  in  Part  VII,  Section 
III  of  this  volume. 
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4.    THE  STATE  HEALTH  INSURANCE  PLAN  IN  WISCONSIN 
by    David  Riemer 

Two  factors  led  to  the  development  of  the  State  Health  Insurance  Program 
(SHIP)  in  Wisconsin.  The  first  was  the  savings  generated  by  legislative 
changes  enacted  in  1983  (just  described),  which  created  a  sudden  change  in  the 
willingness  of  the  State  Legislature  to  look  at  a  new  health  insurance  effort. 

Until  then  it  was  thought  that  we  could  not  even  manage  what  we  already 
had.  Medicaid  was  out  of  control,  and  our  State's  own  health  plan  had  premium 
increases  going  up  not  only  in  double  digits,  but  double  double  digits--20,  30 
percent  per  annum. 

The  second  factor  was  development  of  the  specific  approach  adopted  in  the 
State  Employee  Health  Plan  in  particular  but  also  in  the  Medicaid  formula  as 
well,  which  became  the  basis  for  a  lot  of  the  thinking  about  how  to  make  SHIP 
work. 

This  approach  is  essentially  to  invite  health  care  plans  to  submit  annual 
bids  and  reward  tne  low  bidding  plans  with  patients.  SHIP  extends  this 
approach  to  the  uninsured. 

With  SHIP,  of  course,  we  encountered  a  problem  that  did  not  arise  with  the 
other  two  initiatives.  As  has  already  been  noted,  if  you've  got  a  group,  and 
it's  a  group  that  is  acceptable  to  insurers  or  HMOs  (who  look  at  a  traditional 
cross  section  of  risk),  then  that  approach  works  very  well.  But  we  were  not 
sure  that  we  could  ever  get  a  "typical"  cross  section  for  the  uninsured 
population.  Nonetheless,  we  decided  to  go  ahead  with  the  basic  notion  of 
using  incentives  and  the  marketplace. 

Our  approach  is  to  try  to  devise  incentives  to  use  low  cost  plans,  not  by 
having  different  plans  bid  and  then  rewarding  low  bidders  but  by  giving  a 
voucher  to  persons.  This  gives  them  an  incentive  not  to  spend  too  much  more 
than  the  voucher.  We  give  them  a  voucher  for  the  difference  between  what  we 
think  they  can  afford  and  the  cost  of  a  low-cost  plan.  Then  we  tell  them  they 
can  normally  expect  to  have  to  pay  $20  to  530,  say,  above  the  voucher. 
Obviously,  if  they  can  find  a  plan  that  cost  $15,  they  will  try  to  do  that. 
If  they  see  a  really  good  plan  that  costs  $50  but  it's  worth  it,  then  they  may 
buy  that.  People  will  start  making  those  decisions  on  an  individual  basis, 
rewarding  what  they  perceive  to  be  the  highest  value  plans — the  plans  offering 
the  greatest  benefits  at  the  lowest  price. 

So  even  though  much  of  our  SHIP  product  design  won't  use  a  group  basis 
for  competitive  bidding  and  rewarding  low  bidders,  we  will  still  be  building 
into  it  the  lessons  of  1983,  the  lessons  of  incentives  and  of  trying  to  reward 
plans  that  offer  the  maximum  benefits  at  the  lowest  price. 
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5.    MICHIGAN'S  PHYSICIAN  PRIMARY  SPONSOR  PLAN 
by  Vernon  Smith 

Across  the  country  Medicaid  programs  have  been  laboratories  of  health  care 
cost  management  and  cost  containment,  particularly  over  the  last  five  or  six 
years,  with  different  states  adopting  different  strategies  for  attacking  the 
cost  problem. 

We  have  heard  something  about  Wisconsin.  One  thing  which  perhaps  was  not 
highlighted  was  the  essentially  mandatory  nature  of  Wisconsin's  MA-AFDC  HMO 
enrollment  in  the  two  major  counties  in  Wisconsin.  In  Illinois,  the  Medicaid 
program  has  used  competitive  bidding,  particularly  for  hospital  services,  with 
what  seems  to  have  been  a  very  good  result.  Other  states,  such  as  Michigan, 
have  focused  on  a  case  management  approach  to  care. 

I    want    to   highlight    some  of  the  results   which   are   just   now  becoming 

available  from  a  study  of  the  Physician  Primary  Sponsor  Plan  (PPSP).    PPSP  is 

a  case  management  program  for  a  Medicaid  population  in  the  Wayne 
County-Detroit  area. 

At  the  present  time  the  Medicaid  program  in  Michigan  has  contracts  with 
1200  physicians  who  provide  or  authorize  all  care  for  about  86,000  Medicaid 
recipients.  The  doctors,  for  their  part,  agree  to  provide  24-hour  care.  And 
the  patients,  for  their  part,  voluntarily  enroll  with  the  physician  and  agree 
to  participate  in  this  plan.  By  so  doing,  they  agree  to  seek  all  their  care 
through  this  physician  as  gatekeeper/case  manager. 

The  plan  is  structured  so  both  physician  and  patient  have  an  incentive  to 
participate.  The  physician  receives  a  case  management  fee  of  $3  a  month  per 
participant.  The  patient  is  exempted  from  copayments  for  prescription  drugs, 
which  other  Medicaid  recipients  have  to  pay. 

These  results  are  literally  just  a  few  weeks  old  in  terms  of  their 
availability.  The  findings  are  based  on  a  control  group  and  an  experimental 
group,  for  whom  changes  in  health  care  costs  and  use  were  observed  in  a  base 
year  (1983)  and  the  experimental  year  (1984).  A  double  difference  method  was 
used  to  determine  whether  or  not  there  was,  in  fact,  a  significant  change. 
The  results  show,  for  all  Medicaid  patients,  a  13  percent  reduction  in  costs 
for  medical  services,  or  about  S 1 50  per  patient  per  year.  For  the  AFDC 
population,  the  cost  reduction  was  almost  $200,  or  21  percent.  In  fact  for 
both  cost  and  utilization  of  each  measured  service,  the  percentage  reductions 
are  larger  for  AFDC  than  for  Medicaid  patients  as  a  whole.  What  this 
essentially  says  is  that  other  Medicaid  populations,  primarily  the  aged  and 
disabled,  did  not  experience  reductions  to  the  same  extent  as  those  which 
occurred  in  AFDC. 

Administrative  costs,  including  the  $3  a  month  case  management  fee,  came 
to  a  total  of  about  $43  per  year.  To  obtain  net  savings,  these  administrative 
costs  need  to  be  subtracted  from  the  total  savings.  The  result  then  is  a 
savings,  net  of  all  administrative  costs,  of  9  percent  or  approximately  S100 
per  person  per  year,  for  all  Medicaid  patients.  For  AFDC  patients  the  net 
savings  were  $108  per  year,  or  13  percent. 

We  look  now  at  the  changes  in  utilization.  Again,  in  every  category 
reductions  occurred  for  those  in  PPSP.     There  was  a  13  percent  reduction  in 
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all  services  taken  together.  There  was  a  16  percent  reduction  for  all 
physician  visits.  There  was  a  very  significant  28  percent  reduction  in 
laboratory  use. 

An  important  finding  is  that  children  seem  to  benefit  from  case  management 
in  the  form  of  increases  in  services.  For  every  category  of  cost  or 
utilization,  the  change  for  children  up  to  age  14  is  positive.  The  reductions 
occur  among  AFDC  adults. 

The  Medicaid  program  is  a  tremendous  expense  in  every  state.  For  many 
states  the  Medicaid  program  is  the  largest  single  item  in  the  state  budget; 
where  it's  not  the  largest,  it  is  always  one  of  the  largest.  So  the  very  same 
concerns  which  drive  cost  management  in  health  insurance  for  businesses  drive 
Medicaid  programs  at  the  state  government  level.  In  Michigan,  we  have  found 
that  a  primary  care  case  management  approach  has  the  potential  to  deliver 
cost-effective  health  care.  This  is  not  the  only  answer;  but  as  part  of  a 
strategy  for  the  uninsured,  it  is  one  approach  that  can  work. 
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6.  DISCUSSION 


RICHARD  CURTIS:  I  note  one  of  the  reasons  it's  worked  well  in  Michigan  is 
that  historically  Michigan  has  had  high  physician  participation  rates. 

That  has  not  been  true  in  all  states.  Stephen  Long  has  been  looking  at  the 
Medicaid  case  management  experience  in  Utah  and  preliminary  results  suggest 
the  outcomes  are  different. 

STEPHEN  LONG:  The  Utah  case  management  approach  is  also  a  gatekeeper 
model.  But  their  concern  was  different  from  the  concern  in  Michigan.  In  Utah 
they  thought  they  might  be  able  to  increase  access  to  primary  care,  while  at 
the  same  time  reduce  Outpatient  Department  Hospital  use,  and  reduce  specialist 
use.  Our  results,  with  four  years  of  data,  suggest  that  they  were  successful 
in  bringing  about  the  access  increases,  but  at  some  cost  increase.  There  are 
also  some  differences  in  the  design  of  the  two  systems.  In  Utah  there  is  no 
fee  for  the  gatekeeper;  thus,  there  is  no  financial  incentive  for  the 
gatekeeper  to  hold  down  utilization.  There  was  about  a  20  percent  increase  in 
cost  relative  to  a  control  group  in  the  case  management  system  there. 

So,  in  effect,  if  you  bring  in  people  who  are  potentially  underserved, 
there  is  every  incentive  to  treat  them  well,  deal  with  their  health 
conditions,  and  refer  them  on  through  the  system 

The  conclusion  is  that  the  uninsured  indeed  use  services  at  lower  rates 
than  insured  populations.  But  if  there  are  access  gaps  and  utilization  gaps 
from  the  past,  and  you  design  the  system  to  give  people  good  insurance,  good 
care,  and  with  no  financial  incentive  for  providers  to  conserve,  you  may  well 
find  cost  increases  and  you  should  be  so  advised. 

VERNON  SMITH:  I  would  like  to  add  that  the  populations  we  are  talking 
about  here  are  a  bit  different.  In  the  Utah  case  we  are  talking  about  a 
population  that  essentially  had  little  access.  That  is  different  from  that 
experience  of  the  Michigan  Medicaid  welfare  population,  which  already  had 
access  to  care. 

WESLEY  THOMPSON:  I  am  speaking  from  the  Utah  Small  Employer  Health  Plan 
(USEHP)*  perspective.  We  plan  on  using  the  gatekeeper  concept  with  a 
managed  care  emphasis — use  of  a  case  manager,  preventive  services  and  access 
to  primary  care.  We  hope,  and  I  believe,  that  this  will  reduce  the  total 
health  care  dollars  expended  for  the  indigent  by  decreasing  the  use  of  the 
emergency  room  and  other  expensive  entry  points  into  the  health  care  system. 
We  plan  on  having  some  limited  freedom  of  choice  in  the  plan,  although  the 
options  wi 1 1  be  tight. 

I  might  mention  quickly  that  we  plan  to  follow  the  example  of  the  Utah 
Medical  Assistance  Program  (UMAP).  They  have  saved  over  $200,000  in  the  past 
couple  of  years  by  the  increased  use  of  mid-level  practitioners  and  access  to 
primary  care  for  the  poor  of  our  state.  This  is  a  State  program  that  backs  up 
Medicaid  for  the  very  needy  for  specific  areas  such  as  life-threatening 
disease,  infectious  disease,  etc. 


The  USEHP  is  described  in  detail  in  Part  V,  Section  4  of  this  volume. 
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They  had  a  plan  under  which  they  would  reimburse  visits  to  any  physician 
office  and  to  the  hospital.  Then  a  few  years  ago,  they  contracted  with  the 
University  of  Utah,  Department  of  Medicine  and  Community  Medicine,  for  primary 
care  coverage.  They  used  a  Salt  Lake  County  clinic  with  two  physician 
assistants  and  a  nurse,  and  physician  for  back  up  about  15  or  16  hours  per 
week. 

I  believe  that  this  interface  with  mid-level  practitioners  has  resulted  in 
80  percent  of  the  cases  not  needing  physician  visits.  This  approach  is  an 
important  consideration  as  we  design  USEHP. 

One  challenge  as  we  implement  the  USEHP  with  the  traditional  uninsured 
working  population  will  be  how  we  handle  the  latent  demand  and  how  we  estimate 
that  demand  actuarially. 

Another  noneconomic  aspect  of  cost-containment  and  managed  care  is  that  we 
cannot  ignore  the  personal  dignity  of  the  patient.  We  hope  through  our  plan 
in  Utah  to  be  able  to  maintain  their  dignity  and  not  have  them  feel  they  are 
getting  second-class  care  and  service. 

USEHP  may  also  relate  closely  to  the  Community  Health  Centers  of  our 
area.  These  centers  provide  an  efficiently  operated  network  of  primary  care 
services  at  very  low  cost.  We  may  contract  with  our  CHCs  as  managed  care 
del i very  poi nts . 

RICHARD  CURTIS:  A  question  from  the  floor  is  whether  there  are  particular 
concerns  with  respect  to  the  possibility  of  malpractice  suits?  At  a  session 
on  selective  contracting  in  San  Francisco  last  year  the  head  of  the  state 
medical  society  made  it  clear  that  a  key  concern  of  the  physician  (under 
preferred  provider  and  other  alternative  delivery  systems)  is  that  in  effect 
doctors  are  expected  to  behave  very  differently,  but  it's  not  at  all  clear 
they  will  not  be  themselves  legally  liable  for  the  results.  Gary  Claxton  is 
familiar  with  a  very  recent  court  case,  and  I  would  ask  him  to  summarize  it. 

GARY  CLAXTON:  The  Court  of  Appeals  issued  a  decision  saying  there  was 
liability  for  not  providing  care,  and  they  faulted  the  case  manager  for  not 
providing  the  care.  And  I  saw  that  some  law  firm  had  made  the  recommendation 
to  their  employer  clients  that  as  far  as  feasible  they  should  appeal  every 
decision  not  to  admit  someone  into  the  hospital,  because  not  doing  so  may 
leave  the  plan  or  the  case  manager  open  to  a  malpractice  suit.  And  the 
judgment  did  say  that  both  the  plan  ana  the  individual  physician  may  be  liable 
for  malpractice. 

MICHAEL  STAPLEY:  This  is  very  relevant  for  us  in  the  Utah  state  program. 
We  had  a  clause  that  indemnified  us  from  anything  that  the  physician  did.  But 
because  of  the  California  court  case,  they  are  refusing  to  sign  the  contract. 
We  have  to  modify  the  contract  because  they  will  not  accept  the  risk. 
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7.      BENEFIT  COVERAGE:     THE  COUNCIL  FOR   SMALLER   ENTERPRISE   GROUP  HEALTH 
INSURANCE  PROGRAM 
by    John  Polk. 

The  Council  of  Smaller  Enterprise,  affectionately  referred  to  as  COSE, 
based  in  Cleveland,  is  the  nation's  largest  local  small  business  association. 
It  has  about  7,000  member  companies  employing  about  150,000  people  primarily 
in  Cuyahoga  County.  Cuyahoga  County  has  many  distinctions,  the  foremost  being 
one  of  the  highest  labor  costs  and  one  of  the  highest  health  care  costs  in  the 
United  States. 

Our  organization  offers  a  very  large  group  health  insurance  program  for 
our  members.  About  4,500  of  our  7,000  member  companies  participate  in  at 
least  one  of  about  15  benefit  options  that  we  have  made  available  through 
about  9  carriers.  About  4,000  companies,  40,000  individual  contract  holders, 
and  100,000  lives  are  represented  in  the  COSE  health  insurance  program.  Our 
members  and  their  employees  contribute  a  combined  $70,000,000  in  group  health 
insurance  premiums  to  our  various  carriers.  So  my  experience  is  not 
technical,  nor  theoretical.  It's  existential,  I  guess,  and  comes  from  about 
10  years  of  having  tried  to  meet  the  health  care  needs  of  small  employers  in 
the  context  of  a  membership  association. 

My  presentation  will  probably  bear  the  distinct  mark  of  my  prejudices 
regarding  the  kind  of  business  that  I  operate  in.  The  experience  also  may  be 
peculiar  to  the  community  in  which  our  organization  lives  and  operates, 
although  I  think  it  has  some  value  in  a  wider  consideration  of  these  policy 
issues,  especially  as  they  impact  small  employers. 

My  discussion  reflects  a  belief  that,  for  the  small  employer,  the  solution 
to  this  health  care  problem  lies  in  concerted  action  to  change  the  nature  of 
the  marketplace.  I  believe  that  governments  should  impose  themselves  on  this 
particular  marketplace  only  when  conventional  means  have  failed.  And  I  don't 
believe  the  marketplace  has  been  given  adequate  time  or  opportunity  to  resolve 
some  of  these  issues  without  government  interference.  Certainly  if  government 
action  so  far  is  any  indication,  the  recently  enacted  COBRA  enactment  is 
hardly  a  stellar  performance  on  the  part  of  the  Federal  government  with  regard 
to  solving  the  health  insurance  needs  of  the  unemployed.  At  least  that's  what 
my  insurance  carriers,  who  cannot  figure  out  how  to  administer  it,  are  telling 
me . 

I  appreciated  the  earlier  distinction  between  the  uninsured  and  the 
uninsurable,  and  at  the  risk  of  belaboring  the  oovious,  I  would  like  to  make 
that  distinction  again.  When  you  are  talking  about  providing  coverage  ^or 
persons  with  AIDS,  dialysis  patients,  diabetics,  terminal  cancer  patients, 
Alzheimer's  Disease  and  so  on,  you  are  not  talking  about  insurance.  tou  are 
talking  about  a  subsidy  for  a  very  real  and  continuing  chronic  problem.  The 
more  I  talk  with  legislatures  at  the  State  and  Federal  levels,  the  more  I 
recognize  what  a  common  mistake  it  is  to  consider  taking  those  chronically  ill 
populations  and  lump  them  into  this  group  that  supposedly  needs  insurance. 
They  don't  need  insurance,  they  need  a  subsidy. 

There  is  a  mi  sperception  out  there  that  most  employers  choose  not  to 
insure  their  employees  because  the  costs  are  too  high.  My  experience  and  the 
experience  of  our  organization  in  the  small  group  marketplace  is  that  the 
primary  problem  facing  small   employers   is  access,   availability  of  coverage. 
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Individual  small  employers,  especially,  have  zero  chance  in  the  health  care 
marketplace.  They  are  the  last  retail  buyers  of  group  health  care  coverage  in 
Ameri  ca. 

They  have  very  few  alternatives.  HMOs  and  PPOs  by  and  large  have  made  the 
conscious  decision  not  to  market  their  services  to  small  employers  because  of 
the  administrative  inefficiencies  of  selling  and  servicing  contracts  on  a 
small  group  basis.  The  kind  of  add-on  benefits  such  as  utilization  review 
services,  which  are  available  and  popular  in  large  self-insured  settings,  are 
also,  by  and  large,  not  available  at  a  reasonable  cost  to  individual  small 
employers . 

Broad  based  associations  like  COSE  can  help  to  a  certain  extent  when 
carriers  choose  to  cooperate.  But  our  experience  is  that  by  and  large 
carriers,  particularly  commercial  carriers,  choose  not  to  cooperate.  Here  is 
the  best  example  that  I  can  think  of.  About  three  years  ago  we  decided  to 
offer  our  business,  which  was  then  a  mere  $60  million,  to  the  top  65  insurance 
carriers  in  the  United  States.  We  received  proposals  from  two,  including  our 
local  Blue  Cross  Blue  Shield  plan,  and  very  polite  letters  of  refusal  from  the 
other  63:  "We  are  sorry,  but  we  don't  do  business  with  associations."  Even 
well-managed,  well-funded  associations  find  it  difficult  to  obtain  insurance 
coverage  through  normal  commercial  means. 

Also,  self-insurance  is  not  a  practical  solution  for  COSE  because  of  the 
restrictions  of  ERISA.  I  took  COSE's  business  to  one  of  the  larger  law  firms 
in  town  and  asked  what  it  would  take  to  establish  a  multiple  employer  trust 
(MET)  for  COSE  members  and  their  employees.  Keep  in  mind  that  we  have  7,000 
members  in  practically  every  Standardized  Industry  Code  conceivable.  After 
about  three  weeks  of  research,  the  largest  law  firm  in  Cleveland  essentially 
said  that  they  would  feel  embarrassed  to  organize  a  self-insurance  program  for 
us  because  it  would  be  extremely  expensive.  It  would  have  required  us  to 
organize  as  many  as  a  12  to  24  subtrusts  under  a  master  trust  arrangement, 
with  reporting  responsibilities  both  downward  to  the  employees  and  upward  to 
the  Federal  Government.    It  simply  would  have  been  horrendous. 

So  the  relatively  few  commercial  carriers  that  offer  small  group  plans  are 
in  the  enviable  position  of  being  able  to  take  whom  they  want  and  essentially 
being  able  to  charge  what  they  want  for  the  coverage. 

And  you  cannot  really  change  that  problem  by  legislating  demand,  which  is 
essentially  what  legislation  mandating  benefits  attempts  to  do.  By  and  large, 
the  small  employer's  response  to  legislation  mandating  coverage  for  employers 
who  offer  group  health  insurance  is  to  discontinue  their  group  health 
insurance  plans  because  of  the  cost. 

Let  me  quantify  a  little  bit  the  cost  of  some  of  these  mandates.  In  the 
State  of  Ohio,  legislation  was  introduced  into  the  General  Assembly  in  1984 
about  a  mandate  which  would  have  extended  group  health  coverage  to 
psychiatric,  substance  abuse,  and  those  mental  health  kinds  of  services,  which 
the  legislative  proponents  had  indicated  would  cost  peanuts.  The  first  year 
cost  of  the  coverage  included  in  that  particular  mandate  would  have  been  about 
$3  million  in  1984  dollars,  about  5  percent  of  our  premium  at  that  time. 

To  take  another  example,  the  continuation  of  coverage  aspects  of  the 
Durenberger-Kennedy  Bill,  with  which  many  of  you  are  familiar,  would  have  cost 
COSE  members  impacted  by  the  bill  about  $2  1/2  million  in  the  first  year. 
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And  that  only  affects  the  cost  of  coverage  to  those  who  already  have  group 
health  insurance  coverage.  It  does  not  do  anything  to  address  the  problem  of 
those  who  do  not  maintain  health  insurance  coverage. 

My  suggested  solution  is  to  focus  initially  on  identifying  matters  of 
supply.  I  would  start  by  reinstituting  at  the  Federal  level  the  deductibility 
of  investment  in  group  health  insurance  programs  for  unincorporated 
businesses,  sole  proprietorships,  partnerships,  etc.  The  vast  majority  of 
business  units  in  the  United  States  are  unincorporated  business  entities,  and 
their  owners  now  are  precluded  by  law  from  taking  a  tax  deduction  for 
investment  in  group  health  insurance  programs.  This  hardly  provides  the  sole 
proprietor  an  incentive  for  such  investment. 

My  second  suggestion  is  to  develop  incentives,  possibly  tax  based,  for 
insurance  carriers  that  do  a  lot  of  business  with  small  companies — perhaps  by 
providing  some  relief  from  mandatory  risk  pool  subsidies  in  proportion  to  the 
volume  of  small  employer  work  done  by  certain  carriers.  We  probably  ought  to 
find  a  way  to  make  sure  the  reserve  taxes  used  to  subsidize  risk  pools  cannot 
somehow  be  passed  directly  back  to  subscribers  or  hidden  in  carrier's 
retention  costs.  The  inherent  inequity  in  the  risk  pool  concept  as  we  have 
attempted  to  enact  it  in  the  Ohio  is  that  it  tends  to  penalize  substantially 
those  who  do  provide  coverage  by  taxing  their  insurance  premiums  in  an  effort 
to  subsidize  costs  for  those  who  do  not,  cannot,  or  will  not  provide  that 
health  insurance  coverage.  The  predictable  result  is  that  fewer  and  fewer 
small  employers  will  feel  the  responsibility  to  carry  that  double  burden  and 
will  assume,  if  the  state  is  sponsoring  subsidizing  a  risk  pool  program,  that 
it  is  the  appropriate  place  for  that  company's  employees. 

My  third  suggestion  is  to  remove  or  at  least  lighten  restrictions  on 
associations  which  offer  group  insurance  coverage  to  their  members. 
Associations  have  historically  been  major  providers  of  insurance  benefits  to 
their  members,  and  from  a  small  employer's  perspective,  an  association 
arrangement  is  still  the  best  alternative  to  making  coverage  available  to 
small  employers.  One  way  to  do  this  would  be  to  have  an  exemption  from  state 
mandates  for  association  plans  that  meet  certain  tests.  I  would  venture  to 
guess  that  by  virtually  every  standard  of  measurement,  the  association  of 
which  I  am  the  executive  director  will  meet  any  conceivable  test  of  a  well-run 
group  health  care  plan.  And  yet  the  intricacies  of  ERISA  subject  us,  as  a  S70 
million  buyer  of  group  insurance,  to  the  same  mandate  which  3&K  Bicycle  Shop 
with  three  employees  must  adhere  to  in  its  group  health  care  insurance  plan. 

I  might  also  encourage  alternative  delivery  system  providers — the  HMOs, 
the  PPOs,  and  others,  to  do  ousiness  with  well-managed  associations.  One  of 
the  HMOs  with  which  we  currently  have  contracts  has  been  acquired  by  a  large 
national  organization.  We  have  been  informed  that  that  new  HMO's  corporate 
policy  is  not  to  ao  business  with  associations,  and  not  to  do  business  with 
employers  with  fewer  than  25  employees.  So  effective  June  1st  our  HMO 
contract  with  that  organization  will  be  canceled  unilaterally  with  no 
alternative. 

I  also  might  suggest  that  we  consider  changing  some  underwriting  oractices 
to  enable  small  employers  to  "carve  out"  individuals  within  small  groups  who 
are  medically  unsuitable  for  participation  in  a  conventional  health  insurance 
plan.     I    think    the    largest    problem   with    availability   in   the   small  group 
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marketplace  is  that,  if  you  have  five  employees,  four  of  them  perfectly 
healthy  and  one  of  them  sick,  carriers  have  the  option  to  refuse  coverage  to 
the  entire  group.  There  is  a  certain  fairness  problem,  I  think,  inherent  in 
that  kind  of  deci sion. 

Once  those  steps  have  been  taken,  I  think  it  might  finally  be  possible  to 
focus  on  more  punitive  arrangements  for  those  employers  who — with  all  of  these 
options  and  incentives  available — choose  not  to  buy  health  insurance  coverage 
for  their  employees. 

With  respect  to  the  uni nsurabl es ,  I  will  just  give  you  my  personal 
observation.  I  believe  that  the  uninsurable  problem  is  a  particularly 
devastating  one  that's  foisted  on  state  governments  by  recent  changes  in 
Medicare  and  Medicaid  laws.  I  believe  that  the  problem  of  the  uninsurable 
could  probably  best  be  resolved  through  a  broad  public  subsidy  provided 
through  the  Federal  Government. 

It  is  unfortunate  that  the  administration  has  chosen  to  dump  that 
particular  issue  back  into  the  laps  of  State  Government,  and  that  at  least  at 
this  point,  the  best  proposed  solution  we  have  been  able  to  find  is  to  create 
risk  pools  through  taxes  on  insurance  carriers—taxes  that  are  passed 
automatically  back  to  the  small  companies,  which  have  no  alternative  but  to 
buy  health  insurance  coverage  from  conventional  means. 
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8.  DISCUSSION 


GARY  CLAXTON:  I  understand  your  concern  in  designing  a  benefit  package  is 
that  the  government  not  mandate  you  to  do  particular  things.  I  am  most 
interested  in  the  question  of  what  kinds  of  benefits  your  members  want — more 
specifically,  do  you  think  you  can  expand  your  plans  or  whatever  by  offering  a 
catastrophic  or  more  limited  kind  of  package  to  lower-income  employers? 

JOHN  POLK:  We  have  over  the  last  several  years  introduced  some  lower 
level  of  coverage  as  part  of  our  group  health  insurance  program.  And  some 
companies  do  buy  it.  But  of  the  4,000  groups  in  our  group  health  insurance 
plan,  more  than  3,000  continue  to  offer  the  highest  level  of  coverage 
available.  So,  the  lower  level  catastrophic  plans,  by  and  large,  have  not 
been  bought  by  many  people.  I  think  it's  because  business  owners  are  making  a 
decision  regarding  their  own  coverage.  If  you  own  a  small  company,  chances 
are  you  won't  make  the  decision  to  buy  a  lower  level  of  coverage.  If  that 
connection  were  broken,  if  the  nondiscrimination  provision  were  removed,  I 
think  it  might  make  some  difference.  Our  contract  with  some  insurance 
carriers,  for  example,  gives  employers  within  our  organization  the  opportunity 
to  buy  differing  levels  of  coverages  for  employees  in  distinct  groups — let's 
say  salary  versus  hourly  employees. 
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9.    STATE  OF  WASHINGTON  SURVEY  OF  THE  UNINSURED 
by    Robert  Crittenden 

One  of  the  purposes  of  our  marketing  survey  (for  detail  see  Part  II  of 
this  volume)  was  to  find  out  what  benefits  the  uninsured  think  they  want,  how 
we  can  design  something  besides  Cadillac  coverage  that  will  be  purchased,  and 
given  what's  available  out  there,  what  we  can  change  to  produce  a  policy  that 
would  match  the  needs  of  the  uninsured.  Our  market  survey  indicated  that 
people  do  want  insurance  and  that  they  want  the  standard  package;  hospital 
care,  outpatient  care,  emergency  care.  When  asked  particular  questions  about 
other  benefits,  they  chose  dental  care,  prescription  drugs,  and  eyeglasses,  in 
that  order.  When  we  asked  people,  given  the  basic  standard  package  (including 
office  visits),  what  they  would  pay  more  for  30  to  40  percent  said  dental 
care,  15  to  20  percent  said  prescriptions,  and  15  to  20  percent  said 
eyeglasses.  When  asked  how  much  more  they  were  willing  to  pay,  they  said 
about  $14  per  benefit  for  those  extra  benefits.  This  was  about  one-half  of 
the  amount  they  said  they  were  willing  to  pay  for  the  total  insurance  package. 

We  also  found  that  people  were  willing  to  trade  benefits  as  long  as  they 
could  bring  the  payment  (premium)  cost  down.  That  was  the  most  sensitive 
el ement . 

Then  we  asked  different  insurers  in  our  community  to  give  us  a  list  of 
their  benefits  to  see  whether  there  was  a  plausible  way  of  adjusting  our 
Cadillac  basic  benefit  plan  to  a  Chevrolet  plan.  We  found  almost  no  options 
other  than  a  package  that  looked  very  similar  to  ours  without  prescriptions 
and  without  dental  care,  except  that  it  had  high  deductibles,  and  high 
copayments  or  coinsurance.  The  difference  between  Chevrolet  and  Cadillac 
coverage  in  our  community  is  really  one  of  deductibles. 

The  Commission,  then,  had  to  make  a  very  difficult  decision  about  asking  a 
low-income  population  to  pay  high  deductibles.  We  did  go  to  the  actuary  to 
price  out  a  policy  which  excluded  all  of  the  things  in  our  basic  package  that 
we  thought  were  excludable—drug  and  alcoholic  abuse  treatment,  psychiatric 
care,  physical  therapy,  occupational  therapy — and  found  we  were  able  to  save 
about  $1.60  out  of  about  a  $50  to  $60  per  month  package.  So  we  decided  that 
excluding  those  benefits  was  not  sensible. 
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10.  DISCUSSION 


REE  SAILORS:  As  I  listened  to  this,  I  was  reflecting  on  Florida.  Florida 
has  enjoyed  a  peculiar  spotlight  in  terms  of  things  we  have  done  related  to 
indigent  care  financing  and  in  coming  up  with  ways  to  solve  our  problems. 

We  are  a  state  which  rejected  rate  setting  and  said  we  wanted  to  use  the 
competitive  environment  to  try  to  control  the  rate  of  increase  on  health  care 
expenditures.  In  the  wake  of  all  of  that  progressive  legislation,  hospital 
prices — which  are  what  we  were  particularly  looking  at — have  continued  to 
increase,  as  they  have  all  over  the  country.  Thus,  in  the  midst  of  what  is 
considered  one  of  the  most  fiercely  competitive  environments  in  the  nation,  we 
still  have  uncontrolled  increases  that  look  like  those  in  some  other  states 
who  are  doing  nothing. 

In  the  midst  of  all  this,  we  have  just  passed  a  major  mandated  benefits 
package  called  the  Child  Health  Assurance  Act  (Chapter  86-122,  Laws  of 
Florida),  which  requires  that  insurance  policies  delivered  in  the  state  on  an 
expense-incurred  basis  must  have  a  pediatric  care  benefit.  Insurers  are 
required  to  provide  coverage  for  19  pediatric  care  visits  and  well-baby  care 
from  birth  to  age  16.  And  the  benefit  must  be  exempt  from  deductibles  and 
copayment  requirements.  Estimates  of  what  the  costs  would  be  ranged  from 
$1.42  to  $3.42  per  month  per  family,  although  we  do  not  yet  know  the  actual 
f  i  gures . 

We  now  have  a  self-insurance  rate  of  36  to  42  percent  in  Florida, 
primarily  our  large  employers.  What  appears  to  have  happened  in  our  state  was 
that  the  large  employers  went  to  self-insurance  solutions  and  were  aole  to 
negotiate  at  least  some  relief  on  their  bottom  lines,  but  that  has  not 
effected  any  relief  for  the  statewide  bottom  lines  with  respect  to  health  care 
costs . 

Small  employers,  who  seem  to  be  the  most  sensitive  in  some  ways,  and  the 
least  able  to  access  a  negotiating  position  in  the  market,  nave  been 
relatively  silent.  They  have  not  been  an  important  part  of  the  business 
coalition  movement  in  our  state,  which  is  dominated  by  large  business.  As  a 
next  step  in  Florida  we  are  going  to  try  to  target  a  demonstration  project  in 
one  of  our  counties  at  small  employers  (those  with  10  or  fewer  employees)  who 
have  low-wage  earners  among  their  work  force,  and  see  what  we  can  do. 

WESLEY  THOMPSON:  I  thinK  someone  needs  to  define  the  basic  health  care 
benefits  we  need  to  provide  to  all — whether  it  is  access  to  a  primary  care 
physician  or  a  mid-level  practitioner  (i.e.,  nurse  practitioner  or  physician 
assistant),  immunizations,  screening,  etc.  I  don't  think  the  Federal 
Government  or  the  State  Government  through  Medicaid  have  done  auite  the  job  we 
need  in  defining  the  basic  benefits  that  everyone  should  be  entitled  to. 

In  our  planned  program,  the  Utah  Small  Employer  Health  Plan  (USEHP),  we 
anticipate  providing  limited  hospitalization,  the  limit  still  to  oe 
determined.  If  additional  hosDi tal i zation  is  needed  for  catastrophic 
coverage,  we  would  hope  to  use  public  programs  through  Medicaid  or  the  Utan 
Medical  Assistance  (UMAP)  program.  We  anticipate  that  the  USEHP  will 
interface  very  closely  with  the  public  programs  for  catastrophic  cases.  Also, 
hopefully  through  our  hospital  and  other  networks,  we  can  orchestrate  a  joint 
effort   regarding   qualifying   people   for   public   programs   as   well   as  for  the 
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USEHP .  I  believe  that  through  our  hospital  business  offices,  and  maybe  some 
large  clinics  or  physician  offices,  we  can  jointly  qualify  people  and  get  them 
into  one  or  another  of  the  programs. 

We  also  plan  to  emphasize  access  to  primary  care  visits  to  physicians, 
pharmaceuticals,  etc.  I  would  be  opposed  to  any  mandates  and  I  don't  believe 
they  would  work,  as  many  speakers  have  already  mentioned.  We  anticipate 
having  some  flexible  benefits  for  different  populations  we  will  be  serving, 
and  will  be  studying  that  next  year. 

We  also  believe  it's  very  important  that  we  link  up  closely  with  whatever 
types  of  programs  Utah  develops  for  the  uninsurable.  I  believe  strongly  that 
programs  for  the  uninsured  should  not  be  designed  to  cover  the  uninsurable; 
they  are  distinct,  different  populations.  The  two  should  be  linked  together, 
however.  We  have  another  task  force  in  the  state  on  caring  for  the 
uninsurable,  and  we  hope  the  programs  can  mesh  very  closely  to  create  a  large 
enough  safety  net  to  cover  all  the  people  in  need. 

Also,  perhaps  we  need  to  look  at  the  two-track  (versus  the  two-tier) 
system — different  ways  of  assuring  at  equivalent  outcomes.  Increased  use  of 
mid-level  practitioners,  for  example,  may  be  very  successful  and 
cost-effective  in  treating  the  populations  we  are  dealing  with. 

GARY  CLAXTON:  Can  a  program  with  limited  benefits  be  sold  to  people  who 
actually  have  to  pay  part  of  the  costs  of  the  plan? 

WESLEY  THOMPSON:  Well,  we  have  not  tried  to  sell  it  yet,  so  I  don't  know 
for  sure.  We  do  anticipate  that  we  will  have  very  major  discounts  from 
providers--up  to  50  percent  for  hospitals  and  physicians.  We  hope  that  will 
make  the  premiums  very  affordable.  And  our  sense  is  that  people  will  accept 
some  type  of  a  phased-down  coverage  with  fewer  benefits  in  order  to  have  some 
form  of  insurance  coverage. 

JOHN  POLK:  I  think  in  many  cases  the  answer  is  going  to  be  a  function  of 
community  standards  as  well.  Certainly  in  a  community  like  Cleveland,  where 
the  competition  for  qualified  labor  is  intense,  if  you  want  to  run  a  company 
that  plans  to  grow  you  have  to  have  a  very  high  level  of  coverage.  Something 
that's  much  less  generous  than  what  the  major  employers  provide  will  probably 
not  be  salable. 

I  can't  spea<  for  Alabama,  South  Carolina,  and  other  states  where  the 
labor  climate  is  a  little  bit  less  intrusive  into  those  kinds  of  decisions. 
But,  at  least  as  far  as  Cleveland's  experience  is  concerned  we  have  introduced 
something  which  is  very  conventional --a  $250  deductible  comprehensive  major 
medical  plan--and  no  one  wants  to  buy  it.  As  I  noted  earlier,  the  small 
employer  is  making  that  purchasing  decision  for  himself  or  herself,  and  this 
type  of  policy  is  not  really  in  the  employer's  self-interest. 

DAVID  RIEMER:  I  think  the  issue  is  what  people  are  willing  to  pay.  The 
survey  from  Washington  and  other  surveys  indicate  that  if  you  ask  people  what 
they  are  willing  to  pay,  they  are  willing  to  pay  a  lot.  My  hunch,  though,  is 
that  when  you  give  people  an  envelope  with  a  coupon  and  say  send  it  in  every 
month  with  a  check — and  they  are  having  trouble  meeting  the  rent,  fuel  and 
gas,  and  lots  of  other  immediate  needs  like  car  insurance,  which  they  legally 
may  need  to  drive  their  car — all   of  a  sudden  that  $28  or  whatever   a  month 
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which  they  are  willing  to  pay  in  theory  turns  out  not  to  be  there.  So  I  think 
that  we  have  to  be  very  careful  about  the  data  which  indicate  what  people  are 
willing  to  pay  for  which  benefits.  We  will  never  really  know  the  answer  until 
we  try. 

One  approach  that  we  have  decided  to  take  in  Wisconsin  is  to  try  to 
finesse  the  issue  through  giving  people  vouchers.  As  I  noted  earlier,  many  of 
our  health  insurance  pilot  projects  in  Wisconsin  give  people  a  voucher  equal 
to  the  difference  between  what  we  think  they  can  afford  to  pay  out  of  pocket 
and  what  the  cost  of  insurance  would  be  to  them.  That  creates  an  interesting 
dynamic.  If  you  give  someone  a  piece  of  paper  saying  this  is  worth  $70  or  $80 
or  $100  worth  of  health  insurance,  but  you  cannot  use  it  unless  you  buy  health 
insurance — and  you  really  cannot  use  this  amount  until  you  spend  money  out  of 
your  pocket  so  that  the  two  amounts  together  equal  the  premium — it  starts  to 
change  the  dynamic  of  their  willingness  to  buy. 

It's  like  getting  a  coupon  in  your  Sunday  paper  that  gives  you  $3  worth  of 
Cheerios.  Well,  you  look  at  it  and  say,  "My  God,  it's  $3."  But,  of  course, 
it's  not  $3  unless  you  go  to  the  store  and  buy  Cheerios.  In  which  case  you 
may  have  to  spend  some  money  to  use  the  $3  to  buy  them.  And  you  end  up  buying 
some  other  things,  too.  And  it  works.  That's  why  people  put  coupons  in  the 
Sunday  paper. 

It's  our  hope  with  the  voucher  approach  that  we  will  get  people,  not  to 
pay  more  than  they  are  willing  to  pay,  but  to  pay  what  they  say  they  are 
willing  to  pay  and  what  we  think  they  can  afford  to  pay.  Maybe  that  very 
clever  approach  will  fail,  but  that's  one  thing  we  will  find  out. 

There  are  other  approaches  we  think  also  need  to  be  looked  at  to  try  to 
get  people  to  spend  what  they  are  willing  to  spend. 

One  approach  I  have  been  intrigued  with  is  the  notion  of  presumptive 
enrollment  in  a  plan.  That  is  to  say,  don't  require  that  people  get  health 
insurance.  Presumptively  enroll  them  and  give  them  the  chance  to  opt  out.  I 
think  a  lot  of  people  are  willing  to  have  someone  else  take  money  out  of  their 
paycheck  for  certain  necessary  things  and  are  happy  about  it.  They  don't  even 
mind  the  money  being  gone.  Someone  else  is  handling  it.  People  know  they 
should  have  health  insurance.  But  if  they  have  to  affirmatively  ma<e  the 
decision  month  after  month  to  write  a  check  and  send  it,  they  just  won't  do  it. 

This  approach  may  be  too  complicated,  and  there  may  be  all  kinds  of 
political  and  ERISA  problems,  and  so  on  and  so  forth.  But  it's  one  way  to 
maintain  legal  voluntary  participation  but  still  get  people  to  kick  in  what 
they  say  they  are  willing  to  pay. 

JOHN  POLK:  From  a  public  policy  standpoint,  I  think  that  the  recent  COBRA 
amendment  is  about  as  close  to  that  kind  of  voluntary  opting  in  or  out  clause 
as  you  can  see.  The  law,  of  course,  mandates  that  an  employer  make  the 
coverage  or  continuity  of  coverage  available  to  the  employee  at  the  employee's 
expense.  The  Federal  Government's  experience  will  predictably  be  that  not  too 
many  people  are  going  to  make  those  premium  payments,  and  that  they  are  not 
going  to  avail  themselves  of  the  coverage.  The  Federal  Government's  response 
to  the  issue  even  before  COBRA  was  officially  enacted  was  to  attempt  to  make 
that  continuity  of  coverage  the  employer's  responsibility.  So  I  am  sort  of 
nervous  about  the  effectiveness  of  that  kind  of  voluntary  approach. 
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LINDA  LANAM:  One  part  of  the  problem  is  the  difficulty  of  correcting 
perceptions  people  have  about  what  they  are  buying.  If  you  tell  them  you  are 
selling  them  the  Chevrolet  or  Volkswagen  and  what  they  want  is  the  Cadillac, 
for  example,  then  they  won't  buy.  It's  a  perception  that  it's  in  their 
self-interest  to  buy  the  biggest  or  the  best.  This  is  a  problem  for  the 
insurance  industry  in  that  there  is  still  a  perception  that  deductibles  and 
copayments  are  not  in  your  self-interest  and  that  paying  amounts  of  insurance 
to  cover  administration  of  things  is  somehow  a  benefit.  This  has  to  be  dealt 
with  if  you  are  going  to  ask.  people  to  look  at  what  we  say  are  limited 
benefits.  At  least  you  must  recognize  that  if  you  tell  them  up  front  that  the 
benefits  are  limited,  and  that  this  is  somehow  different  from  everybody  else, 
you  create  a  perception  that  is  difficult  to  deal  with. 

RICHARD  CURTIS:  Deductible  and  coinsurance  structures  are  often  meant  to 
cover  what  are  essentially  expectable  routine  health  expenses.  These  can  be 
often  more  cheaply  handled  through  family  budgeting  than  through  the  insurance 
claims  process.  The  irony  is  that  people  who  cannot  afford  comprehensive 
coverage  nevertheless  want  first  dollar  coverage.  As  we  are  talking  about 
trying  to  develop  affordable  products  for  the  nonpoor,  it's  important  to  keep 
this  in  mind,  but  it  may  be  an  insoluble  dilemma. 

LINDA  LANAM:  I  remember  looking  at  a  Medicare  supplement  policy  that 
picked  up  the  $75  deductable.  But  it  cost  $75.80  to  provide  that  coverage 
because  everybody  used  the  $75  deductible,  so  they  proposed  to  reduce  the 
premium  by  $75.80  and  make  the  policy,  therefore,  more  affordable.  No  one 
wanted  to  give  up  having  the  $75  deductible  paid  even  though  it  cost  them  more 
in  premium  dollars  than  it  would  have  cost  to  pay  the  $75  themselves.  There 
is  a  feeling  that  somehow  first  dollar  insurance  is  a  good  economic  decision. 
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PART  V 

HEALTH  PLAN  STRUCTURE  ALTERNATIVES 


1 .    FRAMEWORK  AND  ANALYSIS 


by   Gary  Claxton 

States  are  using  a  variety  of  program  structures  in  designing  insurance 
plans  for  their  uninsured  populations  as  evidenced  by  the  states  discussed  in 
this  chapter.  Choices  of  program  structure  may  vary  due  to  differences  in 
each  state's  target  population,  budget  constraints,  existing  state  insurance 
or  provider  arrangement,  past  experiences  or  general  philosophy.  While  there 
are  numerous  differences  in  detail  among  the  state  insurance  plans  that  have 
been  designed,  they  can  be  broken  out  generally  into  several  broad 
categories:  1)  individual  or  nongroup  plans,  2)  small  group  arrangements, 
3)  additions  to  existing  risk  arrangements,  and  4)  Medicaid  buy-in.  Several 
states  have  considered,  and  rejected,  two  other  models:  mandating  employers 
to  provide  coverage,  and  state-sponsored  universal  coverage. 

Individual  or  Nongroup  Insurance  Programs 

Several  states,  including  Washington  and  Wisconsin,  are  developing 
broad-based,  individual  insurance  programs  to  cover  a  substantial  portion  of 
their  uninsured  populations.  Individual  insurance  programs  focus  on  the 
individual:  no  group  affiliation  (employment  or  otherwise)  is  necessary  and 
the  only  common  element  among  people  in  the  insurance  program  is  lack  of 
insurance,  unless  the  state  establishes  income,  age  or  geographic  limitations 
as  well.  Premiums  usually  are  collected  directly  from  each  individual  (or 
family)  and  applicants  usually  must  produce  evidence  of  insurability  (health 
status)  to  be  eligible  for  participation.  In  many  instances,  premiums  will  oe 
varied  within  a  program  based  on  the  age,  sex  and  geographic  location  of  the 
insured  within  the  state,  with  the  highest  premiums  charged  to  older  persons 
in  high  health-cost  areas. 

Since  each  person  or  family  is  treated  separately,  individual  insurance 
plans  offer  states  tremendous  flexibility  in  developing  subsidy  and  insurance 
arrangements.  Premium  subsidies  can  be  based  on  individual  or  family  income, 
assets,  location,  employment  or  health  status  or  any  other  factors  deemed 
relevant  by  state  policymakers.  A  number  of  insurance,  or  risk  pooling, 
arrangements  are  also  possible.  A  voucher  plan — for  example,  in  which 
eligible  individuals  are  given  a  voucher  that  may  be  used  to  purchase  coverage 
from  qualified  carri ers— permi ts  a  state  to  take  advantage  of  existing  private 
insurance  options  and  would  be  especially  effective  in  markets  with 
significant  competition  among  efficient,  cost-conscious  insurers.  Wisconsin 
may  test  a  voucher  plan  as  one  of  its  demonstration  projects  (see  some 
discussion  of  this  also  in  Part  IV).  To  increase  competition,  a  state  could 
require  competitive  bidding  among  insurers  for  the  state  sponsored  program. 
States  also  have  the  option  of  administering  the  program  themselves,  either 
independently  or  in  conjunction  with  their  Medicaid  programs. 

The  individual  insurance  model  presents  states  with  tremendous  flexibility 
in  design,  but  also  with  serious  adverse  selection  risk.  Unless  a  state  can 
mandate  participation  or  develop  a  subsidy  package  that  is  so  attractive  as  to 
be  virtually  irresistible,  those  who  have  a  higher  perceived  and  actual  need 
for  services  than  the  general  population  will  be  most  likely  to  apply. 
Although  medical  underwriting  (health  screening)  and  preexisting  condition 
exclusions  can  help  control  selection  against  the  insurance  plan,  they  are  not 
totally  effective.     Further,   states  must  find  a  balance  between  underwriting 
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and  price.  Stricter  health  screening  reduces  the  plan's  risk  and  therefore 
the  premium,  but  also  reduces  access  to  coverage  by  eliminating  more 
applicants  from  the  plan. 

States  that  wish  to  reach  most  or  all  of  their  uninsured  population  may 
find  that  the  individual  insurance  model  is  effective  either  alone  or  in 
conjunction  with  other  strategies.  A  significant  number  of  the  uninsured  are 
either  employed,  part-time  workers  or  working  for  employers  with  insufficient 
resources  or  interest  to  assist  their  employees  financially  or 
administratively.  These  uninsured  individuals  will  not  benefit  from 
employment-based  strategies.  While  individual  insurance  programs  will  not 
achieve  either  the  administrative  efficiencies  or  large  and  stable  risk  pools 
of  true  group  coverages,  they  can  provide  states  with  needed  flexibility  to 
provide  coverage  to  most  of  this  group. 

Programs  Targeted  to  the  Small  Business  Labor  Market 

The  facts  that  a  majority  of  the  uninsured  are  workers  and  that  many  of 
the  uninsured  work  for  smaller  employers  have  encouraged  several  states  and 
private  organizations  to  sponsor  insurance  programs  targeted  to  small 
businesses  and  their  workers.  These  programs  hope  to  provide  affordable 
coverages  for  this  population  by  providing  some  cf  the  efficiencies  and 
advantages  commonly  faced  in  employer  group  insurance  arrangements.  Although 
each  program  under  consideration  has  unique  characteristics,  there  are  two 
primary  forms:  1)  programs  targeted  to  smaller  employers  and  2)  programs 
established  for  employees  of  smaller  businesses.  These  two  types  are  somewhat 
different  and  will  be  discussed  separately. 

Programs  Targeted  to  Smaller  Employers.  One  potential  strategy  for  states 
is  to  develop  affordable  (probably  subsidized)  insurance  options  for  smaller 
employers  who  would  like  to  provide  health  benefits  to  employees  but  are 
unwilling  or  unable  to  meet  the  financial  commitment.  The  premium  costs  of 
such  a  program  could  be  paid  solely  by  the  employer,  solely  the  emDloyees,  or 
shared.    The  state  may  choose  to  subsidize  the  arrangement  in  some  manner. 

Programs  targeted  to  smaller  employers  can  attain  some  of  the  advantages 
of  group  insurance  if  they  are  properly  designed.  If,  for  example,  the 
program  requirers  employers  to  cover  all  their  employees  (or  requires  that  all 
employees  buy-in),  then  the  risks  of  adverse  selection  will  be  reduced  and  the 
plan  may  not  need  to  individually  screen  the  health  status  of  eacn  employee 
(and  his  or  her  family).  In  addition,  if  the  program  can  encourage  employers 
to  collect  employee  contributions  through  payroll  deductions  and  to  market  and 
distribute  program  information  to  enrollees,  the  program  can  capture 
significant  administrative  savings. 

Programs  for  Employees  of  Small  Business.  Another  option  being  followed 
in  several  states  is  programs  targeted  to  uninsured  employees  of  smaller" 
employers.  These  programs  generally  will  be  available  for  uninsured  employees 
of  a  smaller  employer  regardless  of  the  employer's  interest  or  financial 
involvement,  although  the  employee's  income,  health  status  or  other 
characteristics  may  be  considerec.  Since  the  program  is  targeted  to 
individual  employees,  and  not  to  the  employer,  a  state  has  more  flexibility  in 
design  and  potentially  can  reach  more  of  the  uninsured. 
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These  programs,  by  focusing  on  the  individual  employee,  are  essentially 
individual  insurance  plans,  although  some  "group-type"  economies  can  be 
realized  if  there  is  some  employer  involvement.  For  example,  employers  could 
market  and  explain  the  plan  to  employees,  which  would  reduce  marketing  and 
administrative  costs.  Payroll  deduction  by  employers  to  pay  premiums  would 
further  reduce  administrative  costs.  Employers  may  even  choose  to  pay  all  or 
part  of  the  premium,  although  employer  contributions  are  not  required  in  most 
programs.  Because  these  programs  are  marketed  to  individual  employees, 
however,  individual  health  underwriting  and  preexisting  condition  exclusions 
will  be  necessary  in  most  cases  to  avoid  adverse  selection. 

Programs  Combined  with  Larger  Insurance  Plans. 

Another  potential  approach  is  to  permit  some  or  all  of  the  currently 
uninsured  to  join  existing  (and  it  is  hoped  to  be  efficient)  health  insurance 
plans.  In  West  Virginia,  for  example,  a  plan  has  been  proposed  to  permit  the 
uninsured  to  purchase  coverage  from  a  large,  multiple  employer  health  plan  for 
local  and  state  public  employees. 

This  approach  has  several  advantages  for  state  programs  for  the  uninsured 
in  terms  of  reduced  administrative  and  claims  costs.  Larger  health  plans 
usually  achieve  economies  in  terms  of  marketing  and  information  systems, 
claims  administration  and  other  administrative  systems.  Unless  the  program 
for  the  uninsured  presents  the  existing  health  plan  with  many  new  or  unique 
administrative  tasks,  the  program  for  the  uninsured  should  be  able  to  take 
advantage  of  some  of  the  larger  plan's  efficiencies.  Preferred  provider 
arrangements  and  other  provider  discounts  negotiated  by  the  larger  health  plan 
also  should  reduce  the  ultimate  claims  experience  for  the  program  for  the 
uni  nsured . 

Perhaps  more  important  than  these  potential  savings  is  the  potential  of  a 
large  insurance  plan  to  absorb  the  adverse  claims  experience  of  the  uninsured 
group.  As  discussed  above,  adverse  selection  is  a  tremendous  concern  for 
state  programs  targeted  to  the  uninsured,  especially  if  individuals  can 
"elect"  to  participate  and  are  responsible  for  a  significant  portion  of  the 
premium.  If  the  insurance  risk  for  the  uninsured  program  can  be  combined  into 
a  larger,  stable  insurance  pool,  the  potential  adverse  experience  (claims)  can 
be  more  widely  distributed  across  the  entire  group.  If  the  existing  plan  is 
large  enough,  the  effect  on  total  costs  should  Pe  relatively  small,  but  states 
should  not  lose  sight  of  the  fact  that  the  existing  wealth  plan  is  actually 
subsidizing  the  uninsured.  The  advantage  is  that  the  effects  of  the  adverse 
selection  will  not  immediately  jeopardize  the  viability  and  stability  of  the 
program  for  the  uninsured. 

The  disadvantage  of  this  type  of  approacn  is  fairly  obvious:  few,  if  any, 
larger  health  plan  will  wish  to  subsidize  the  uninsured.  To  minimize  this 
problem,  state  programs  could  employ  some  of  the  methods  discussed  aPcve  to 
reduce  selection  against  the  plan:  health  screening;  preexisting  condition 
exclusions;  or  group  selection.  It  is  likely,  however,  that  tne  existing 
health  plan  will  suffer  some  additional  claims  and  administrative  costs  as  a 
result  of  permitting  the  uninsured  to  join  the  plan,  and  states  need  to 
consider  how  to  encourage  existing  health  insurance  plans  to  work  with  state 
programs  for  the  uninsured.  Indeed,  the  most  practical  method  may  be  to 
combine  such  programs  with  large  public  insurance  plans,  sucn  as  state 
employee  health  plans  or  even  Medicaid. 
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Medicaid  Buy-In 


Instead  of  creating  new  health  insurance  programs,  states  could  choose  to 
permit  uninsured  individuals  to  purchase  coverage  from  state  Medicaid 
programs.  Proponents  of  this  idea  argue  that  states  could  use  existing 
Medicaid  administrative  structure  and  delivery  systems  to  deliver  care  at 
relatively  low  cost. 

States  must  consider  several  concerns  when  evaluating  this  approach. 
First,  the  open  "welfare"  condition  may  discourage  many  of  the  uninsured  from 
buying  into  the  program.  It  also  is  unclear  if  providers  will  be  willing  to 
provide  care  at  Medicaid  reimbursement  levels  to  the  non-poor.  Another 
problem  is  that  Medicaid  benefit  levels  are  very  comprehensive  in  some  states, 
which  means  that  premiums  necessary  to  buy  insurance  for  Medicaid  coverage  may 
be  quite  high  unless  purchasers  are  permitted  to  buy  less  generous  benefit 
packages  than  the  standard  Medicaid  benefits  in  the  state.  Finally,  a  program 
permitting  the  uninsured  to  purchase  coverage  from  Medicaid  would  be 
essentially  a  public  program.  The  current  trend  clearly  is  toward  greater 
private  sector  participation  and  responsibility  for  providing  health  care, 
even  under  social  insurance  programs.  Many  states  may  be  reluctant  to  rely  on 
this  public  sector  solution  until  other  private  sector  solutions  have  been 
explored  and  rejected. 


Concl usion 

There  obviously  are  many  different  potential  structures  for  programs  to 
provide  health  care  coverage  to  the  uninsured.  The  important  considerations 
for  states  should  be  (1)  what  population  is  being  targeted,  and  (2)  given  the 
target  population,  is  the  program  designed  to  maximize  efficiency  and  minimize 
costs.  States  must  understand  and  employ  basic  insurance  principles  if  they 
wish  to  create  stable  programs  with  reasonable  and  identifiable  costs. 
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2.    REGULATION  OF  MULTIPLE  EMPLOYER  TRUSTS 
by    John  Washburn 

The  first  point  I  want  to  make  is  that  Multiple  Employer  Trusts  (METS) 
perform  a  very  important  function  in  the  insurance  marketplace,  providing 
employee  benefits  to  a  significant  number  of  citizens,  not  only  in  Illinois 
but  throughout  the  country.  Many  companies  have  too  few  employees  to  really 
be  able  to  obtain  reasonably  priced  health  insurance  coverage.  MET  operations 
have  stepped  into  the  smaller  company  marketplace  and  made  it  possible  for 
these  employers  to  arrange  more  affordable  health  coverage  for  their 
employees.  Without  the  products  offered  through  METs,  I  think  we  would  have  a 
significantly  larger  number  of  citizens  without  affordable  health  care. 

When  Congress  passed  the  1973  Employment  Retirement  Income  Security  Act 
(ERISA)  that  permitted  the  type  of  arrangements  that  have  now  become  METs,  it 
did  so  for  a  couple  of  very  sound  reasons.  Both  perceptually  and  actually, 
the  insurance  industry  was  not  interested  in  providing  group  coverage  for 
small  employers.  There  were  also  laws  on  the  books  of  most  states  (called 
fictitious  group  laws)  that  did  not  allow  groups  to  form  simply  for  the  buying 
of  insurance.  At  the  same  time,  states  were  just  starting  to  get  into  the 
process  of  mandating  benefits,  making  provision  of  health  insurance 
considerably  less  attractive  for  small  employers. 

When  Congress  passed  ERISA,  however,  it  introduced  a  new  problem,  because 
for  MET-type  plans  it  took  away  most  of  the  regulatory  controls  that  govern 
the  traditional  insurance  marketplace.  Obviously  there  can  be  too  much 
regulation,  but  there  can  also  be  too  little. 

Is  There  Enough  Regulation? 

In  Illinois,  over  the  last  ten  years,  we've  had  about  ten  MET-type 
arrangements  which  turned  out  to  be  insolvent — either  the  insurance  companies 
who  were  involved  with  them  or  the  actual  METs.  The  economic  losses  to  the 
citizens  in  unpaid  claims  have  been  in  the  untold  millions  of  dollars. 
Insurance  firms  essentially  make,  in  return  for  the  premium,  a  promise  that 
they  will  stand  ready  to  assume  any  losses.  If  the  insuring  entity  cannot 
perform,  customers  are  not  only  harmed  because  the  insurer  took  their  money 
for  something  that's  not  going  to  be  delivered;  customers  are  also  narmed 
because  when  the  claim  payments  come  due  there  is  no  one  there  to  pay.  And 
they  risk  even  additional  harm  because  by  the  time  they  find  out  that  the 
insurer  is  not  going  to  pay,  they  may  have  become  uninsurable,  and  unable  to 
f i nd  coverage  at  all. 

Since  insurance  is  a  product  that  quickly  generates  cash,  it  is  easy  to 
underprice  the  product  and  survive  for  a  while,  even  if  in  fact  you  are  an 
insolvent  insurer. 

We  had  an  insurance  company  involved  with  METs,  for  example,  that  went 
from  a  $20  million  volume  to  a  $100  million  volume  in  nine  months.  That's  a 
lot  of  cash.  They  went  out  of  business  in  another  nine  months,  leaving  a  lot 
of  policyholders  out  there. 

Our  first  regulation  problem  is  that,  since  we  don't  license  METs,  we 
don't  necessarily  know  anything  about  the  MET  market  until  specific  firms  get 
into  trouble.     In   traditional    insurance,   firms   have   to  be  licensed  by  the 
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State  before  they  can  go  into  the  marketplace.  If  someone  is  selling  out 
there  who  is  not  licensed  with  us,  the  State  can  literally  go  out  and  stop 
them.    He  can't  do  that  with  a  MET  because  MET  status  is  a  Federal  matter. 

The  first  indication  we  usually  get  that  a  MET  has  gotten  into  trouble  is 
when  we  start  getting  complaints  that  claim  payments  are  either  slow  or 
nonexistent.  When  that  happens  we  look  into  it,  find  out  it  is  a  MET,  and 
usually  that  it  is  a  woefully  insolvent  one. 

If  it  is  in  a  hazardous  financial  condition,  we  can  stop  it  from  selling 
policies.  That  doesn't  help  current  policyholders,  however,  although  it 
certainly  helps  potential  new  policyholders  who  may  be  thinking  of  joining 
that  MET. 

In  Illinois,  we  have  tried  to  get  a  better  handle  on  the  problem  over  the 
last  few  years  by  asking  the  insurance  companies  who  are  licensed  in  the  State 
to  provide  us  with  an  extra  filing  every  year.  That  tells  us  what  sorts  of 
arrangements  they  have  with  METs  or  other  types  of  Multiple  Employer  Welfare 
Arrangements  (MEWA),  where  they  are,  whom  they  do  business  with,  and  how  much 
they're  taking  in. 

The  other  thing  we  have  managed  to  get  is  a  licensing  requirement  for 
third-party  administrators  (TPA).  The  administrators  of  a  MET  operation  are 
usually  TPAs.  They  not  only  have  to  file  with  us  as  a  licensed  TPA;  they  also 
have  to  disclose  the  name  of  the  plan  sponsors  and  the  insurers  with  which 
they  have  agreements. 

This  disclosure  requirement  has  enabled  us  to  identify  those  METs  that  are 
either  associated  with  insurance  companies  or  partially  insured. 

But  a  gap  still  exists  because  there  are  METs  that  have  some  form  of 
insurance  coverage  with  a  nonlicensed  carrier,  of  which  there  are  many,  or  a 
carrier  that  doesn't  file  any  sort  of  an  annual  statement  with  us.  There  are 
also  METs  that  are  not  administered  by  a  TPA,  but  are  self-administered. 

The  licensing  statute  allows  us  to  set  up  and  mandate  some  fiduciary 
accounts  for  the  TPAs.  Most  are  responsible,  but  a  minority  have  gotten 
either  insurance  companies  or  METs  very  deeply  into  trouble  before  anyone 
really  knew  about  it.  Our  intent  was  to  set  up  some  fiduciary  standards  so 
that  we  can  take  their  license  away,  and  that,  if  they  operate  without  a 
license,  we  can  go  after  them  on  criminal  penalties.  But  this  does  not  help 
with  the  METs  that  do  not  go  through  TPAs.  And  we  have  no  way  of  getting 
adequate  financial  information  on  METs  as  such. 

Most  insurance  regulators  would  like  to  get  a  better  handle  on  METs 
because  when  they  go  sour,  we  usually  have  to  try  to  pick  up  the  pieces, 
either  through  liquidation  proceedings  or  by  finding  some  way  to  get  people 
coverage.  But  any  regulation  is  going  to  cost  money,  and  the  very  idea  of  a 
MET  was  to  save  on  these  operational  costs.  So  there  is  great  opposition.  We 
have  tried  to  have  a  law  passea  in  Illinois  that  would  put  METs  under  more 
jurisdictions.  But  we  were  opposed  by  small  businesses,  which  were  successful 
in  stopping  passage  of  the  legislation.  I  think  that's  happened  in  the 
majori  ty  of  states . 

In  my  view,  however,  the  need  for  regulation  will  grow  inexorably  over  the 
next  few  years,  because  of  several  major  factors. 
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The  first  is  that  competition  is  becoming  keener  in  all  aspects  of  the 
health  and  accident  insurance  market.  In  the  early  1980s,  there  was  a  big 
focus  on  the  costs  of  medical  care,  and  both  through  actions  taken  at  the 
state  level  and  through  a  general  reaction  to  so  much  public  focus  the  rate  of 
increases  in  those  costs  went  down  dramatically.  They  went  down  more  than 
anybody  had  anticipated,  and  in  particular,  more  than  had  been  anticipated  by 
the  people  who  devised  the  insurance  rates.  So  for  the  last  several  years 
this  has  been  a  very  big  business  to  be  in.  The  majority  of  the  traditional 
insurance  companies  in  the  accident  and  health  business  made  money,  and  I'm 
certain  that  most  in  the  nontradi tional  MET  marketplace  also  made  money. 
Profitability  attracts  competitors;  and  now,  of  course,  competition  is  heating 
up. 

The  second  factor  is  that,  at  the  same  time  competition  is  heating  up 
costs  are  starting  to  heat  up  again,  too.  And  when  this  happens  the  margin 
for  mistakes  (i.e.,  the  margin  between  premiums  and  costs)  shrinks.  As  I 
mentioned,  we  are  able  to  monitor  the  traditional  companies  through  the 
reporting  requirements  at  the  state  level.  As  an  example,  if  their  premium 
volume  increases  above  a  certain  amount,  the  monitoring  tools  alert  us  to 
investigate  and  take  care  of  the  problem  before  it  becomes  large.  But  as  I 
also  mentioned,  we  cannot  do  that  for  METs.  And  the  flexibility  of  METs  in 
terms  of  leveraging  their  capital  is  a  lot  greater  than  traditional  insurance 
companies.    The  third  factor  is  increased  ability  to  leverage  by  the  METs. 

The  fourth  factor  is  the  mandates  imposed  in  the  COBRA  legislation  and  any 
other  mandates  there  may  be.    These  are  going  to  be  difficult  to  price. 

In  short,  we  are  going  to  have  increased  competition,  increased  costs, 
some  very  large  leveraging  out  there  in  the  marketplace,  and  mandates  that  are 
hard  to  price,  all  coalescing  in  the  next  year  or  two,  maybe  three  at  the 
most.  And  we're  going  to  see  some  major  problems  landing  on  the  desks  of 
state  government  and  insurance  regulators.  We're  going  to  hear  a  lot  more 
people  asking:  Can  we  allow  the  MET  marketplace  to  exist  with  the  very 
minimal  regulation  that  it  has  today? 

I  think  the  answer  is  going  to  be  no.    And  I  think  the  same  question  is 

going  to  be  asked  about  the  HMOs  and  the  PPOs.  We  are  going  to  be  asking 

whether  we  need  more  financial  regulation,  and  we  are  going  to  be  asking 
whether  we  need  more  product  regulation. 


-117- 


3.  DISCUSSION 


RICHARD  CURTIS:  What  are  the  two  or  three  characteristics  most  critical 
to  the  financial  viability  of  a  MET? 

JOHN  WASHBURN:  Let  me  give  you  some  of  the  things  we've  looked  at,  both 
insurance  and  METs,  and  what  causes  some  major  problems.  When  a  MET  has  gone 
down  we  look  to  determine  what  were  some  of  the  common  characteristics  of 
companies  in  the  business. 

One  is  rapid  and  uncontrolled  growth.  If  you're  growing  too  rapidly,  it 
may  be  because  your  price  is  too  low.  You  can  continue  to  grow  quite  a  bit 
before  the  insolvency  becomes  apparent.  As  I've  said  before,  there  is  money 
to  be  made  in  this  business,  and  you  can  make  it  by  just  underpricing  your 
product.    It's  a  very  competitive  industry  that  is  ready  to  move. 

Rampant  uncontrolled  growth  is  one  of  the  key  factors,  I  think,  of  a 
company  that  starts  getting  into  trouble,  where  you  have  excessive  growth  in 
relation  to  whatever  surplus  or  capital  is  originally  put  up.  One  of  the 
things  that  makes  these  attractive  is  they  don't  take  a  great  deal  of 
capital.  In  Illinois,  it  takes  $2  million  to  start  an  insurance  company.  If 
you  live  pretty  clean  and  have  not  gotten  into  any  sort  of  trouble  with  the 
law,  get  $2  million,  fill  out  the  forms,  go  into  an  insurance  company  and  in 
about  four  months  at  the  most,  you  have  a  MET. 

So  it's  not  that  hard  to  get  in  if  you've  got  some  capital,  but  it  would 
require  $2  million,  because  when  you're  starting,  you've  got  higher 
operational  costs,  and  also,  you  can  make  some  mistakes  on  the  product  that 
are  no  fault  of  your  own.  The  marketplace,  especially  in  health  insurance, 
can  go  crazy  on  you  without  your  really  knowing  about  it.  It  happened  the 
wrong  way  for  several  years  in  the  late  1970s.  It's  happened  the  right  way 
for  the  last  couple  of  years  in  the  1980s.  So  it's  a  very  strange  marketplace 
in  terms  of  trying  to  predict  the  cost  of  escalation  or  de-escalation  year  by 
year. 

Yet  another  of  the  problems  is  trying  to  figure  out  what  the  rates  are  to 
be  for  your  group.  If  you  don't  have  someone  who  has  been  in  the  business  and 
understands  how  to  put  together  a  rating  structure,  if  you  get  someone  who  is 
brand  new  in  that  business  how  are  they  going  to  know  what  the  rates  are? 
It's  difficult  even  for  people  who've  been  in  the  business  for  quite  some  time. 

Finally,  you  have  to  look  at  the  administrative  costs.  Usually,  METs  are 
run  with  a  third-party  administrator,  and  there  are  a  lot  of  different  ways 
that  money  can  go  once  it  hits  the  administrator's  hand.  He  may  have  a 
computer  system  to  track  things,  but  that  may  be  under  the  guise  of  another 
company.  And  we  have  found  third-party  administrators  that  were  able  to  just 
tunnel  into  that  money  before  the  MET  ever  hit  the  reserving  requirements. 
Administrative  costs  have  to  be  controlled  in  this  business  if  you're  going  to 
be  successful . 

RICHARD  CURTIS:  Several  factors  are  often  cited  as  important  to  the 
financial  vi abi 1 i ty  of  METs ,  principally,  the  common  group,  the  standard  plan, 
and  100  percent  enrollment,  which  all  try  to  avoid  adverse  selection 
problems.  Could  you  quickly  go  through  why  those  are  important?  A  lot  of  the 
people  in  this  room  are  familiar  with  public  financing  approaches.  They're 
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not  familiar  with  the  private  market,  and  they're  not  used  to  having  to  worry 
about  adverse  selection.  I  think  it  might  be  useful  if  you  just  lay  out  why 
those  factors  are  so  critical. 

GARY  CLAXTON:  Isn't  the  crucial  point  that,  unlike  a  true  common  group 
which  has  some  ties  other  than  just  the  need  for  insurance,  the  kind  of 
rapid-growth  or  runaway-growth  METs  that  you  were  talking  about  are  usually 
what  you  refer  to  as  open-ended  METs,  with  the  only  common  bond  being 
employers  who  don't  offer  insurance. 

JOHN  HASHBURN:  Yes.  You've  got  to  remember  that  the  employer  does  not 
necessarily  know  who  the  TPA's  putting  him  in  with.  He  may  be  told  that  he's 
buying  into  a  group  of  similar  people,  but  it  also  may  be,  you  know,  15  or  20 
other  different  groups  in  the  same  plan. 

It's  the  same  problem  that  anybody  has  with  buying  insurance.  You  really 
don't  know  how  may  pieces  of  paper  that  entity  is  putting  on  the  street  or  who 
they're  selling  it  to,  and  you  also  don't  know  how  much  they're  paying  out  to 
all  these  different  entities. 

It  really  is  a  problem.  When  you  say,  "you  ought  to  try  and  make  sure 
they're  a  controlled  group,"  really,  the  TPA  is  the  one  who's  got  to  worry 
about  that  if  he's  trying  to  do  a  good  job  because  it's  very  difficult  for  you 
as  a  buyer  to  know. 

RICHARD  CURTIS:  A  couple  of  states  have  been  thinking  through  whether 
they  should  regulate  or  not  regulate  METs.  Basically,  the  two  areas  of 
regulation  are  benefits  and  financial  viability — the  decision  in  one  state's 
Legislature  was  to  subject  METs  to  mandated  benefit  requirements,  which  are 
fairly  expensive  in  that  state,  as  I  understand  it,  but  subject  them  to  weaker 
financial  requirements  than  traditional  insurers. 

In  that  state  major  firms  and  employee  groups  decided  to  self-insure  in 
part  to  get  out  from  under  what  they  consider  to  be  unnecessarily  costly 
mandated  benefit  requirements.  The  alternative  available  to  the  small 
employers  facing  very  high  individual  or  small  group  rates  is  a  MET,  but  now 
they  are  faced  with  those  costs  and  mandated  benefit  requirements  that  larger 
firms  care  avoiding.  That's  the  kind  of  tradeoff  I  think  we  who  work  on  state 
policy  need  to  be  very  careful  about. 

RANDY  BOVBJERG:  Did  they  increase  the  liabilities  but  decrease  the 
capi  tal ? 

GARY  CLAXTON:  I  wouldn't  put  it  that  way.  They  just  made  them  subject  to 
the  same  kind  of  product  regulation  they  were  familiar  with. 

It  should  be  pointed  out  that  Florida  passed  a  special  statute,  but  it 
only  regulates  the  financial  side  of  Multiple  Employer  Trusts  as  opposed  to 
the  benefit  side. 

RANDY  BOVBJERG:  I  have  a  question  and  a  suggestion  for  John  Washburn. 
John,  with  regard  to  not  wanting  to  be  in  the  middle,  having  more 
responsibility  than  you  have  power  and  so  on,  do  you  have  any  notion  of  how 
many  METs  are  out  there  that  you  need  to  regulate,  how  that  relates  to  the 
number  of  insurance  companies  you  now  regulate,  and  your  current  staff? 
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JOHN  WASHBURN :  One  of  the  things  we're  trying  to  deal  with  is  the  TPA  and 
the  other  is  trying  to  get  a  handle  on  what  all  is  out  there.  We  really  don't 
know. 

RANDY  BOVBJERG:  If  I  put  it  to  you  that  there  are  about  10,000  union 
plans  nationwide,  and  Illinois  had  10  percent  of  them,  would  that  sound  off 
the  wal 1  to  you? 

JOHN  WASHBURN:  No. 

RANDY  BOVBJERG:    How  many  accident  and  health  companies  do  you  regulate? 

JOHN  WASHBURN:  We  have  about  1400  companies  licensed  to  do  accident  and 
heal th  or  1 ife  busi ness . 

RANDY  BOVBJERG:  So  if  you  subjected  the  METs  to  the  same  sort  of 
standards,  you  could  conceivably  be  doubling  your  workload. 

JOHN  WASHBURN:    That's  probably  correct. 

RANDY  BOVBJERG:  Has  it  ever  occurred  to  insurance  departments  that, 
instead  of  doing  a  sort  of  retail  regulation  of  every  policy,  you  come  in  at  a 
wholesale  level  and  worry  about  the  reinsurance  requirements,  just  try  to 
standardize  that  part?  When  I  was  a  junior  insurance  person  we  didn't  do 
anything  about  reinsurance  on  the  grounds  that  they  could  take  care  of 
themselves.  But  isn't  that  truly  what  the  problem  is,  isn't  the  whole  company 
going  under  at  that  level? 

JOHN  WASHBURN:  Well,  the  problem  is  twofold.  We  do  try  and  regulate 
reinsurance.  As  a  matter  of  fact,  we've  got  most  of  them.  We  are  very  big 
into  analysis  because  a  lot  of  it  is  financial. 

Reinsurance  is  also  taking  a  risk  just  trying  to  get  some  capital  back 
into  the  company.  But  in  actual  fact,  what  you're  trying  to  do  is  take  a 
wholesale  look  at  the  industry.  You  use  computers  to  do  some  scans  on  how 
they're  growing,  what's  happening.  You  put  some  keys  out  there  so  you  don't 
have  to  look  at  every  company.  You  try  to  develop  a  list  of  companies  that 
you  ought  to  get  more  interested  in;  and  that's  what  we're  doing  with  the 
domestic  marketplace,  and  what  we're  trying  to  do  with  the  METs. 

Self-insurance  can  be  a  very  difficult  problem  because  it  is  the  whole 
capital  of  the  company  at  risk.  Basically  what  you  want  to  do  is  make  sure 
that  there  is  financial  viability  to  the  entity  that  is  actually  taking  on  the 
ri  sk. 

In  financial  regulation,  the  states  are  fairly  uniform.  The  National 
Association  of  Insurance  Commissioners  has  develooed  some  pretty  uniform 
financial  standards,  and  they're  generally  accepted  by  the  majority  of 
regulators.  So,  in  the  financial  area  there  is  not  much  difference  oetween 
states — as  a  company  expands  operation,  it  comes  under  more  views.  There  are 
1800  insurance  examiners  in  the  states,  so  as  companies  expand  their  scope  of 
operation,  they  come  under  more  views  from  more  states,  and  that  system  seems 
to  work  pretty  wel 1 . 
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The  major  differences  among  the  states  are  the  benefit  structures  and  how 
they  deal  with  the  marketplace  itself,  in  other  words,  how  they  determine 
policies  and  policyholders.  Where  companies  usually  have  problems  is  dealing 
with  the  state  requirements  on  mandated  benefits  or  policy  wording,  those 
sorts  of  things. 

MICHAEL  STAPLEY:  The  company  that  I  work  with,  a  multi-employer  group 
trust,  represents  about  22  employers  in  all  50  states.  Many  go  on  METs.  I 
would  like  to  add  a  couple  of  things  that  may  be  of  interest. 

First,  in  our  experience  the  employee  shares  in  30  percent  of  the  cost  of 
the  premium,  and  it  has  been  successful.  We  still  have  99.9  percent 
participation  of  our  employees  in  the  medical  plans.  So,  you  can  still 
provide  for  employee  participation  and  insure  high  levels  of  participation  in 
your  benefit  program. 

Secondly,  our  administrative  expenses  are  nowhere  near  the  levels  that 
have  been  described  here.  I  would  say  that  about  93  percent  plus  of  our 
premium  dollar  goes  directly  for  the  payment  of  claims,  and  less  than  7 
percent  of  our  premium  dollar  goes  for  these  other  factors. 

Third,  I  have  a  couple  of  concerns  about  opening  the  door  to  regulation. 
When  you  say  you  are  going  to  regulate  the  financial  side  of  these  operations, 
I  think  that  is  probably  good.  But  does  that  have  to  open  the  door  to  the 
benefit  side? 

If  you  decide  to  establish  a  minimum  standard  set  of  benefits,  I  am  not 
sure  the  regulators  could  restrain  themselves.  And  I'm  afraid  that  you  might 
end  up  with  something  that's  like  the  federal  HMO  Act--a  very  broad-based  set 
of  benefits  that  in  today's  market  nobody  likes.  There  are  a  lot  of 
"unqualified"  HMOs  simply  because  they  learned  how  to  design  a  product 
tailored  more  specifically  to  an  employer's  needs;  and  in  the  process  of  doing 
that  they  produced  a  benefit  package  that  failed  to  qualify. 

Lastly,  regulated  entities  also  can  default.  In  the  State  of  Utah,  as  I 
think  back  over  the  past  several  years,  the  only  party  that's  really  failed  or 
defaulted  was  a  regulated  entity.  And  there  are  lots  of  them  in  Utah.  I 
think  60  percent  of  the  insurance  market  in  Utah  is  self-funded.  The  big 
concern  is  that  a  lot  of  these  entities  have  no  comprenens ion  of  the  risk 
they're  carrying.  They're  totally  uninformed.  It's  not  they  want  to  live 
dangerously.    They  just  don't  know. 

I'm  wondering  if  there's  a  middle  road.  You  might  specify  certain  steps 
that  force  an  individual  or  an  entity  that  wants  to  self-insure  and  so  forth 
to  define  the  risks  appropriately.  In  many  such  situations  that  might  resolve 
a  good  portion  of  the  problem,  if  they  just  understood  actuari  ly  what  they're 
carrying  in  terms  of  risk. 
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4.    THE  UTAH  SMALL  EMPLOYER  HEALTH  PLAN 
by    Michael  Stapley 

I  would  like  to  provide  you  some  background  with  respect  to  the  project 
that  has  been  proposed  in  the  State  of  Utah.  About  three  years  ago,  the 
Governors'  Task  Force  on  Uncompensated  Care,  which  I  was  privileged  to  chair, 
considered  this  question:  Does  everyone  in  the  State  of  Utah  have  a  basic 
right  to  a  minimum  standard  of  health  care?  It  was  the  conclusion  of  the  Task 
Force  that  they  do. 

The  next  question  was:  What  is  the  level  of  health  care  that  everybody  is 
entitled  to?  This  was  significantly  more  difficult  and  never  was  totally 
resolved. 

A  third  question  was:  Who  in  society  has  the  responsibility  for  financing 
this  minimum  benefit  package  that  everyone  is  entitled  to?  It  was  the 
unanimous  consensus  of  the  Governor's  Task  Force  that  there  was  an  order  of 
priority  in  terms  of  this  responsibility,  and  that  whatever  program  was 
designed  ought  to  consider  this  order  of  priority: 

First,  individuals  ought  to  have  first  responsibility  for  financing  their 
own  health  care. 

Second,  there  ought  to  be  incentives  for  immediate  members  of  the  family 
to  assist  individuals  in  financing  a  basic  level  of  health  care. 

Third,  the  community  ought  to  assume  responsibility  when  the  individual 
and  the  family  cannot  accommodate  the  needs  of  the  individual. 

Lastly,  the  government  should  assume  responsibility  when  the  resources  of 
the  individual,  the  family,  and  the  community  have  proven  inadequate.  This 
order  of  priority  did  have  some  impact  on  the  design  of  the  Small  Employer 
Project  in  the  State  of  Utah. 

I  would  now  like  to  provide  some  background  with  respect  to  specific 
conditions  in  the  State  of  Utah  that  had  an  impact  on  our  project  design. 

•  Medi cai d .  Medicaid  in  the  State  of  Utah  is  a  fairly  comprehensive 
program.  There  is  broad  benefit  coverage.  There  are  high  income 
thresholds  and  there  is  a  spend-down  program.  The  only  basic 
deficiency  is  that  the  program  excludes  the  employed  parent.  We 
estimate  this  exclusion  accounts  for  about  1  percent  of  those  people 
who  have  no  insurance  in  the  State  of  Utah. 

•  State  Medical  Assistance  Program.  The  State  of  Utah  has  an  Indigent 
Medical  Assistance  Program  that  is  targeted  to  those  people  who  have 
the  same  income  and  resource  problems  as  those  people  who  are 
eligible  for  Medicaid  but  do  not  meet  the  categorical  requirements  of 
Medicaid.  This  is  a  limited  program  but  is  fairly  good  in  comparison 
to  many  I  have  studied  in  other  states.  Approximately  $8-1/2  million 
goes  into  this  program  on  an  annual  basis.  One  basic  limitation  is 
that  the  benefits  are  limited  to  services  for  acute  pain,  infection, 
and  life-threatening  disorders. 

•  Primary  Care  Access.  There  are  constraints  to  primary  care  access 
for  the  poor  in  the  State  of  Utah: 
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As  previously  mentioned,  the  State  Medical  Assistance  Program  is 
limited  to  acute  pain,  infection,  and  life-threatening 
disorders.  These  hardly  sound  like  primary  care  concerns.  This 
makes  it  difficult  to  obtain  services  for  basic  preventive 
primary  care. 

Very  few  public  health  clinics  in  the  State  of  Utah  provide 
primary  care.  The  State  Health  Department  and  local  health 
departments  have  never  assumed  that  they  had  a  responsibility 
for  the  delivery  of  primary  care. 

There  is  only  one  public  hospital  in  the  State  of  Utah,  the 
University  of  Utah  Medical  Center. 

The  counties  individually  have  been  very  hesitant  to  provide 
payment  for  primary  care  for  those  indigents  and  uninsured  who 
reside  in  their  jurisdictions. 

The  Church  of  the  Latter  Day  Saints,  which  is  a  very  prominent 
institution  in  the  State  of  Utah,  does  provide  financing  for 
some  primary  care.  However,  the  focus  of  their  welfare  programs 
is  on  services  that  would  be  classified  as  financially 
catastrophi  c . 

t  Hospital  Equilibrium.  There  is  a  fair  amount  of  equilibrium  between 
hospitals  in  the  State  of  Utah  in  terms  of  the  burden  of 
uncompensated  care.  The  University  Hospital's  uncompensated  care 
level  is  a  bit  higher  than  that  of  other  facilities  in  the  State,  but 
generally  speaking,  they  are  within  2  or  3  percent  of  each  other. 

Nature  of  Uncompensated  Care  in  the  State  of  Utah 

Given  this  background  information,  the  Governors'  Task  Force  considered 
the  question  of  financial  barriers  to  quality  health  care  in  the  State  of 
Utah.  A  review  of  volumes  of  information  indicated  that  two  basic  problems 
stood  out  from  all  others: 

•  The  Working  Uninsured:  The  fairly  significant  population  who  could 
not  meet  the  income  and  resource  requirements  for  Medicaid  or  the 
State  Medical  Assistance  Program,  but  who  did  not  receive  any  health 
insurance  from  their  employment  and  absent  this  type  of  coverage 
chose  not  to  purchase  it  individually  in  the  marketplace. 

•  Those  People  Who  Are  Uninsurable:  Those  who  had  significant  health 
risks,  who  were  self-employed  or  not  employed,  or  who  were  written 
out  of  group  coverages  held  by  their  spouses  or  parents  because  of  an 
extreme  medical  condition. 

It  was  the  strong  consensus  of  the  group  that  we  should  not  try  to  design 
a  solution  to  both  problems  simultaneously,  and  that  the  problem  of  the 
working  uninsured  ought  to  be  dealt  with  first.  This  is  not  to  say  we  did  not 
consider  the  problem  of  the  uninsurable  to  be  very  serious;  we  did.  I  might 
mention  a  specific  situation  with  a  friend  of  mine  who  had  a  stroke  and  whose 
wife    has    cancer.     As    both    of    these    circumstances    were    made    known,  his 
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insurance  was  cancelled.  He  went  to  the  marketplace  to  try  and  find  a  product 
that  might  meet  his  needs  the  experience  proved  disastrous.  One  carrier,  for 
example,  offered  him  a  policy  which  would  have  cost  him  about  $1,000  a  month 
and  would  have  excluded  any  preexisting  condition  for  a  period  of  twelve 
years.  This  problem  definitely  must  be  dealt  with,  but  will  be  dealt  with 
when  we  have  implemented  what  we  hope  will  be  a  viable  program  for  the  working 
uni  nsured . 

Focus  of  the  Utah  Project 

The  following  are  basic  elements  that  were  considered  to  be  important  in 
the  design  of  the  Utah  Small  Employer  Plan. 

•  Community  Based:  The  Plan  should  be  community  based  with  strong  ties 
to  the  publicly  funded  programs  of  Medicaid  and  State  Medical 
Assistance.  This  relates  back  to  the  basic  philosophy  established  by 
the  Governor's  Task  Force.  It  means  that  the  focus  of  this  effort 
would  be  to  assume  some  responsibility  for  the  working  uninsured  with 
a  product  design  that  would  emphasize  individual  and  family 
responsibility,  but  not  suggest  the  burden  ought  to  be  transferred  to 
the  government  of  the  state. 

•  Broad  Involvement  of  Providers:  There  must  be  broad  involvement  from 
many  providers  in  the  community.  These  include  Intermountai n  Health 
Care,  which  is  the  largest  provider  of  institutional  care  in  the 
State  of  Utah,  the  University  Hospital  system,  the  Holy  Cross 
Hospital  system,  and  Hospital  Corporation  of  America.  In  addition  to 
these  institutional  providers,  the  Steering  Committee  is  also 
represented  by  the  President  of  the  Utah  State  Medical  Association. 

•  Low-Income  Small  Employers:  The  Plan  should  focus  on  low-income 
workers  of  small  employers.  It  is  our  intent  to  target  companies  who 
employ  less  than  10  people  and  pay  them  less  than  $12,000  a  year.  It 
is  our  estimation  that  this  constitutes  about  50  percent  of  the 
employer  market  in  the  State  of  Utah  and  that,  of  this  group,  about 
70  percent  have  no  health  insurance. 

•  Primary  Care  Focus:  The  Plan  will  focus  on  primary  care.  It  is 
intended  to  complement  the  publicly  funded  programs,  especially  the 
State  Medical  Assistance  Program.  This  is  based  on  the  assumption 
that  acute  pain  and  infection  for  these  people  would  be  covered  under 
the  State  Medical  Assistance  Program,  and  that  heavy  catastrophic 
cases  for  those  who  are  categorically  eligible  for  Medicaid  would  be 
covered  under  the  Medicaid  spend-down  program. 

•  Coordination  with  Public  Programs:  The  Plan  requires  very  close 
coordination  with  publicly  funded  programs.  It  is  not  our  intent  to 
supplant  funding  that  is  presently  going  to  Medicaid  or  the  State 
Medical  Assistance  Plan.  It  is  intended  that  the  USEHP  would  be  a 
secondary  payor  to  the  State  Medical  Assistance  Program.  (This  will 
require  a  change  in  State  law.)  It  is  important  that  these  programs 
maintain  their  present  effort  so  additional  burdens  are  not  shifted 
to  a  project  such  as  the  one  we  are  working  on. 
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•  Low  Cost  Premium:  The  Plan  should  be  designed  so  there  can  be  a  very 
low  cost  premium  that  is  affordable  and  attractive  to  the  employer 
group  being  targeted.  It  is  our  intent  to  obtain  substantial 
provider  discounts.  We  are  anticipating  that  institutional  providers 
will  price  our  product  at  what  we  call  a  marginal  rate.  We  estimate 
this  will  be  between  40  and  50  percent  of  their  customary  billed 
charges.  We  believe  this  is  possible  because  just  about  every 
hospital  has  substantial  excess  capacity.  We  assume  that  it's  better 
to  have  that  excess  capacity  filled  with  someone  who  is  paying  at 
least  the  marginal  costs  of  that  capacity  than  to  have  beds  remain 
empty. 

•  Physician  Discounts:  We  hope  to  tap  what  we  feel  is  a  responsive 
community  feeling  on  the  part  of  physicians  to  also  render  service  on 
an  uncompensated  basis  or  to  discount  their  fees  in  a  similar  way 
that  would  allow  the  product  to  be  competitively  priced. 

•  Copayment  Deductibles:  We  will  ask  those  individuals  who  participate 
in  the  USEHP  to  pay  a  copayment  at  the  point  of  purchase  of  medical 
care.  It  is  our  feeling  this  will  have  some  impact  on  unnecessary 
uti 1 i  zation . 

•  Inpatient  Limitations:  We  intend  to  limit  inpatient  stays.  I  can't 
tell  you  now  exactly  where  those  limitations  will  be  placed.  Our 
concern  is  that  we  would  like  to  insure  there  are  resources  available 
to  pay  for  primary  care.  We  recognize  the  possibility  that  these 
resources  can  be  consumed  in  catastrophic  cases  that  become  very 
expensive.  (It  may  be  necessary  to  layer  this  project  with  a 
catastrophic  program  that  would  allow  the  project  to  assume 
responsibility  for  expenses  that  exceed  a  certain  defined 
catastrophic  level . ) 

•  Managed  Care  Principles:  We  intend  to  apply  all  the  fundamental 
principles  of  managed  care.  We  believe  that  much  has  been  learned 
over  the  past  years  with  respect  to  how  to  control  utilization  and 
still  insure  the  provision  of  quality  medical  care.  There  will  be  a 
gatekeeper.  When  an  individual  is  enrolled  in  a  plan,  he/she  will  be 
assigned  or  have  the  opportunity  to  choose  a  primary  care  physician. 
This  primary  care  physician  will  have  the  responsibility  for  managing 
the  individual's  care,  and  will  probably  be  subjected  to  some  kind  of 
financial  incentive  arrangement  to  make  sure  there  is  some 
encouragement  for  them  to  do  a  cost  effective  job. 

•  Group  Underwriting:  Initially,  we  intend  to  do  group  underwriting. 
The  focus  of  the  USEHP  will  be  on  employer  groups  who  tend  to  hire 
better  risks.  As  it  develops,  we  hope  to  be  able  to  expand  our 
coverage  to  employers  that  have  a  little  higher  risk.  It  is  our 
intent  in  terms  of  underwriting  to  insure  we  do  everything  possible 
to  make  it  so  we  have  the  greatest  opportunity  to  succeed.  In  order 
for  this  to  happen,  we  must  apply  a  fundamental  lesson  of  insurance 
that  says  you  cannot  allow  your  plan  to  become  saturated  with  high 
ri  sks . 


-126- 


•  Individual  Health  Screens:  Within  the  groups  that  are  covered,  we 
intend  to  employ  a  health  screening  mechanism  on  an  individual 
basis.  Those  people  who  cannot  meet  the  health  screen  will  be 
excluded  from  coverage.  Here  again,  this  is  an  attempt  to  make  sure 
the  program  does  not  fail  because  of  high  risk,  saturation.  I  must 
confess  that  these  two  issues  of  underwriting  have  created  some 
controversy  in  our  discussions  with  the  Robert  Wood  Johnson 
Foundation,  to  whom  we  have  submitted  a  proposal.  There  is  some 
concern  that  by  the  time  we  complete  all  our  screening  mechanisms, 
there  will  be  no  one  left  to  insure.  We  feel  very  strongly  about 
this  matter.  We  feel  it  is  important  not  to  approach  this  plan  with 
the  assumption  that  it  will  be  a  panacea  for  all  problems  associated 
with  the  working  uninsured.  In  time,  we  hope  to  have  a  program  put 
together  that  will  deal  with  the  spectrum  of  concerns.  However,  our 
present  plan  is  intended  to  operate  on  an  actuarily  sound  basis 
consistent  with  established  insurance  principles. 

•  The  Uninsurable:  A  secondary  phase  of  our  plan  may  relate  to  the 
uninsurable.  We  do  feel  this  is  important.  It  is  our  intent  to  work 
closely  with  the  Governor's  Task  Force  to  determine  if  there  are 
compatible  relationships  that  might  allow  the  USEHP  to  serve  as  a 
resource  for  the  uninsurable  problem  as  well. 

•  Cooperation  with  Public  Programs:  A  focal  point  of  the  plan  will  be 
to  serve  as  a  channelling  mechanism.  As  has  been  previously 
mentioned,  it  is  important  that  existing  programs  maintain  their 
efforts.  If  an  individual  might  be  eligible  for  the  Indigent  Medical 
Assistance  Program,  we  would  like  to  have  a  system  that  works  closely 
enough  with  the  state  for  enrollment  to  take  place  almost 
automatically.  The  same  would  hold  true  for  Medicaid  and  other 
publicly  funded  programs.  We  recognize  this  does  create  some 
potential  conflict  because  the  State  has  always  considered  itself  to 
be  the  payor  of  last  resort.  We  know  with  surety  that  if  the 
provider  groups  we  are  working  with  were  to  find  we  are  covering  many 
people  under  this  program  for  whom  they  were  receiving  higher 
reimbursement  previously,  it  would  jeopardize  our  capacity  to 
maintain  deep  provider  discounts. 

•  Cooperation  With  Private  Efforts:  It  is  important  for  the  project  to 
avoid  competition  with  existing  plans  designed  to  serve  small 
employers.  This  is  not  an  easy  issue.  There  are  two  major  groups  in 
the  State  of  Utah  that  target  their  programs  toward  small  employers. 
We  do  not  want  to  compete  with  them  for  enrollment.  There  has  to  be 
a  screening  program  of  some  sort  which  enables  these  plans  to 
maintain  their  nitch  in  the  marketplace.  Preliminarily,  we  have 
determined  that  any  employer  who  has  had  coverage  within  the  past  two 
years  would  not  be  eligible  under  the  USEHP. 

•  Working  With  Small  Employers:  It  is  essential  to  establish  a 
positive  and  constructive  relationship  with  small  employers.  We 
would  like  to  help  them  understand  the  importance  of  this  issue  from 
our  frame  of  reference.  We  would  also  like  to  understand  from  their 
frame  of  reference  the  reasons  why  they  presently  do  not  provide 
their  employees  with  health  insurance.  Ultimately,  it  may  be 
necessary    to    establish    some    incentives    for    small    employers  to 
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participate  in  such  a  project.  There  has  been  some  discussion  with 
respect  to  how  tax  incentives  might  potentially  be  used  if  all  else 
fails.  One  specific  suggestion  has  been  made  to  establish  a 
franchise  tax  that  would  cost  an  employer  an  amount  per  employee. 
The  franchise  tax  could  be  waived  to  the  extent  that  the  employer 
participates  in  a  health  insurance  program  for  their  employees.  This 
is  not  a  major  issue  in  terms  of  our  project  at  the  present  time.  We 
do,  however,  feel  it  is  important  to  have  contingency  plans 
established  in  case  we  do  not  get  the  voluntary  participation  we 
anticipate. 

In  conclusion,  we  are  excited  about  our  project.  We  think  it  has  some 
very  real  possibilities.  We  are  particularly  excited  about  the  relationship 
that  has  been  established  with  the  network  of  providers.  We  are  confident  we 
can  accomplish  many  of  the  things  we  have  outlined.  We  also  recognize  that 
many  of  these  issues  are  very  difficult  and  will  require  extensive  effort  and 
technical  review  before  definitive  solutions  can  be  found. 
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5.    STRATEGIES  FOR  WEST  VIRGINIA'S  UNCOMPENSATED  CARE  PROBLEM 
by    Robert  Chehi 

The  State  of  West  Virginia  is  a  rural  state  which  has  historically  relied 
upon  three  major  industries:  coal,  primary  metals,  and  chemicals.  In  the 
early  1980s,  these  markets  were  adversely  effected  by  foreign  competition,  a 
waning  domestic  economy,  and  changing  domestic  industrial  markets.  As  a 
result,  the  unemployment  rate  in  West  Virginia  increased  and  is  currently 
fourth  highest  in  the  nation  at  10.8  percent.  Between  1982  and  1  984,  the 
Medicaid  patient  load  in  West  Virginia  increased  100  percent.  However, 
Medicaid  fund  allocations  from  the  Legislature  did  not  keep  pace  with  this 
rapid  growth. 

Meanwhile,  West  Virginia  acute  care  hospitals  experienced  a  marked 
increase  in  uncompensated  care.  West  Virginia's  acute  care  hospitals  provided 
$66  million  of  uncompensated  care  in  1982,  representing  5.9  percent  of  gross 
patient  revenues.  This  figure  increased  to  over  $77  million  in  1983  (6.3 
percent  of  gross  patient  revenues),  $98  million  in  1984  (7.3  percent  of  gross 
patient  revenues),  and  $113  million  in  1985  (8.1  percent  of  gross  patient 
revenues ) . 

An  estimated  34.7  million  Americans  were  not  covered  by  health  insurance 
in  1984,  according  to  the  Employee  Benefit  Research  Institute  in  Washington. 
Nationwide,  according  to  the  American  Hospital  Association,  hospitals  reported 
$6.9  billion  in  uncompensated  care  costs  in  1984,  representing  a  50-percent 
increase  since  1980. 

Therefore,  it  is  apparent  that  not  only  West  Virginia's,  but  the  nation's 
uncompensated  care  problem  is  a  serious  one  requiring  purposeful  attention. 
In  response  to  this  problem,  the  West  Virginia  Legislature  passed  in  April 
1984  the  Indigent  Care  Act  (WV  State  Code  §  16-29C-1).  This  act  established 
and  funded  an  indigent  care  fund  and  also  created  a  legislative  task  force  on 
Uncompensated  Health  Care  and  Medicaid  Expenditures.  The  task  force  met  seven 
times  during  the  1984  interim  period,  and  in  June  1986,  the  Joint  Committee  on 
Government  and  Finance  of  the  West  Virginia  Legislature  submitted  an 
application  for  funding  under  the  Robert  Wood  Johnson  Foundation's  Health  Care 
for  the  Uninsured  grant  initiative. 

The  intended  purpose  of  this  grant  proposal  is  to  assure  availability  of 
health  coverage  to  all  the  uninsured  in  West  Virginia  regardless  of  employment 
status  or  wealth.  The  basic  strategy  to  provide  this  coverage  for  employees 
of  small  employers  and  unemployed  uninsured  individuals  is  through  a  Multiple 
Employer  Trust  (MET)  arrangement. 

The  current  State  of  West  Virginia  Public  Employees  Insurance  Board  is  a 
multiple  employer  trust  providing  health  and  life  insurance  benefits  to 
employees  of  state  agencies,  boards  of  education,  colleges  and  universities, 
and  political  subdivisions.  The  grant  proposal  will  consider  expanding  the 
current  Public  Employees  Insurance  Board  to  include  the  working  uninsured.  If 
this  is  not  a  viable  alternative,  an  independent  state-operated  multiple 
employer  trust  may  be  established,  with  design  attributes  similar  to  the 
Public  Employees  Insurance  Board. 

The  Public  Employees  Insurance  Board  was  established  in  1972  as  a  result 
of  an  act  of  the  1971   legislative  session.     Initially,  only  18,000  full-time 
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employees  and  retirees  of  state  agencies  were  eligible  to  participate.  In 
1972,  health  claims  payments  for  this  group  totaled  $12,000,000.  In  November 
1972,  coverage  was  extended  to  include  employees  of  state-supported  colleges 
and  universities,  as  well  as  county  board  of  education  personnel.  As  a 
result,  enrollment  tripled  to  more  than  60,000.  In  July  1973,  employees  of 
county  commissions,  municipalities,  and  other  political  subdivisions  were 
allowed  to  participate  in  the  insurance  plan.  Enrollment  quickly  jumped  to 
80,000  employees  and  50,000  eligible  dependents.  It  is  important  to  note  that 
the  Public  Employees  Insurance  Board  program  self-insured  health  insurance 
benefits  in  1975  and  remains  self-insured  today. 

Currently,  over  600  agencies  participate  in  the  Public  Employees  Health 
Insurance  program.  Of  these,  over  300  agencies  have  less  than  ten  employees 
and  consist  mainly  of  those  political  subdivisions  such  as  cities,  towns, 
public  service  districts,  water  development  authorities,  libraries  and  many 
other  small  employers.  Approximately  200  of  these  small  employers  have  under 
five  full-time  employees  participating  in  the  insurance  program. 

Presently,  the  Public  Employees  Insurance  Board  insures  over  256,000 
individuals  in  the  State  of  West  Virginia,  or  12.5  percent  of  the  population. 
This  consists  of  slightly  over  100,000  employee  and  retiree  contracts.  The 
Public  Employees  Insurance  Board  is  expected  to  expend  S154  million  on  health 
claim  payments  in  fiscal  year  1987  (July  1,  1986  to  June  30,  1987). 

In  fiscal  year  1985,  56.6  percent  of  the  covered  population  were  state 
employees.  The  43.4  percent  balance  consisted  of  nonstate  employees  of  which 
political  subdivisions  are  included. 

A  comparison  of  these  two  groups  to  their  health  claims  experience  reveals 
that  state  employees  incurred  56.5  percent  of  the  total  health  claims  and 
nonstate  employees  incurred  the  balance  of  43.5  percent  of  total  health 
claims.  The  health  claims  experience  for  these  two  groups  was  almost 
identical,  with  a  difference  from  the  respective  populations  of  only  1/10  of  1 
percent.  One  might  conclude  that  any  adverse  selection  that  occurred  was 
equal  among  state  and  nonstate  groups. 

There  are  several  reasons  why  the  adverse  selection  was  not  greater  for 
the  smaller  groups  (10  or  less)  in  the  political  subdivision  group: 

•  Nonstate  agencies  are  required  to  enroll  2/3  of  their  full-time 
employees  in  the  health  insurance  program,  assuring  the  program  of 
majority  employee  participation.  For  extremely  small  groups,  (five 
or  less)  this  guideline  is  not  strictly  enforced. 

•  For  state  agencies,  the  state  pays  100  percent  of  the  health 
insurance  premium  after  a  period  of  one  year.  The  first  year  rhe 
employee  is  required  to  pay  30  percent  of  the  premium.  Most 
all-state  and  nonstate  agencies  have  for  owed  this  guideline,  which 
assures  participation  by  all  eligible  participants.  Those  political 
subdivisions  with  less  than  five  employees  also  pay  100  percent  of 
the  premium  and  enroll  all  eligible  full-time  employees. 

•  Eligible  participants  are  allowed  to  enroll  with  no  preexisting 
conditions  limitations  for  an  initial  enrollment  period  of  the  month 
of  employment  and  the  following  month.  Thereafter,  a  3-month  waiting 
period  and  a  12-month  preexisting  conditions  limitation  is  enforced. 
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In  conclusion,  the  Public  Employees  Insurance  Board  has  successfully 
offered  health  insurance  benefits  to  over  12.5  percent  of  the  state's 
population  through  a  MET  arrangement.  It  is  estimated  that  93,000  working 
individuals,  or  5  percent  of  West  Virginia's  population,  do  not  have  health 
insurance  benefits  and  could  realistically  be  covered  by  this  or  a  similar 
insurance  arrangement. 

As  the  Task  Force  on  Uncompensated  Care  and  Medicaid  expenditures  examines 
the  problem  through  the  grant  proposal  from  the  Robert  Wood  Johnson 
Foundation,  a  strategy  will  be  developed  to: 

Offer  the  estimated  93,000  working  uninsured  an  opportunity  to  purchase 
health  insurance  benefits  through  the  Public  Employees  Insurance  Board 
MET,  or  a  similar  independent  state-operated  MET. 

Offer  health  insurance  to  the  uninsured  medically  indigent  population 
through  a  state-funded  subsidy  program,  with  premiums  charged  on  a  sliding 
scale  based  on  ability  to  pay. 

Develop  and  implement  a  statewide  preferred  provider  organization  as  an 
alternative  delivery  system  and  expand  this  system  to  include 
precerti fi cation ,  case  management,  and  other  cost-effective  benefit  design 
programs . 

This  three-pronged  approach  to  the  uncompensated  care  problem  in  West 
Virginia  should  allow  for  cost  effective  and  quality  health  care  for  the 
employed  and  unemployed  populations  of  the  state. 
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6.  DISCUSSION 


ANDREW  COBURN:  What  are  the  advantages  to  your  plan  of  enrolling  these 
individuals,  and  what  kinds  of  concerns  have  been  raised  by  the  core  group  of 
insured  groups,  essentially,  about  the  plan? 

ROBERT  CHEHI:  There  are  some  political  sensitivities  there.  The 
employees  are  concerned,  and  I  think  the  Task  Force  realizes  that.  The 
employee  is  going  to  say,  "You're  grouping  me  in  with  an  uninsured  population, 
which  I  don't  want  to  be  associated  with."  That's  a  drawback.  But  I  think 
it's  something  we're  going  to  try  to  approach  with  a  positive  mechanism.  In 
West  Virginia's  climate — the  demographics,  the  rural  nature  of  the  state,  and 
the  involvement  of  the  insurance  industry — we  feel  that  the  state  needs  to 
take  a  step  in  this  direction  at  least  to  try  to  offer  a  solution  in  terms  of 
a  MET  to  at  least  lead  the  way.  At  a  later  date,  then,  we  can  see  if  the 
private  sector  think  it  can  be  successfully  done  and  whether  they  want  to 
parti  ci  pate . 

There's  a  very  strong  legislative  interest  in  West  Virginia.  The 
legislature,  in  the  1985  legislation,  expressed  deep  concern  about  the 
uninsured  population,  and  in  light  of  the  Public  Employees  Insurance  Board 
status  and  the  numbers  we're  offering,  the  Legislature  decided  this  is 
probably  a  very  good  mechanism  to  offer  insurance  to  the  uninsured  population 
in  the  state. 

RICHARD  CURTIS:  It  is  worth  noting  that  in  many  parts  of  the  state,  PEIB 
rates  for  comparable  coverage  are  substantially  lower  than  private  insurance 
and  Blue  Cross/Blue  Shield  coverage. 

JACK  NOCK:  The  Arizona  Health  Care  Cost  Containment  System  (AHCCCS)  in 
Phoenix  is  the  State  Medicaid  agency  and,  unlike  the  case  in  other  state 
Medicaid  agencies,  all  services  are  delivered  through  HMOs  and  IPAs. 
Enrollment  is  mandatory.  We  do  have  a  small  fee-for-servi ce  exposure  that 
occurs  when  a  person  is  newly  determined  eligible  for  the  program  and  is  not 
yet  enrolled  in  a  health  plan. 

In  addition  to  the  traditional  Medicaid  groups,  AHCCCS  also  serves  a 
state-defined  medically  needy  population  which  includes  in  its  eligibility 
process  a  spend-down  provision.  We  began  looking  at  our  spend-down  cases  and 
found  quite  a  few  people  who  would  not  fit  the  traditional  definitions  of 
"poor."  These  were  people  earning  $25,000,  $35,000,  $45,000  who  were 
committing  massive  sums  of  their  income  to  payment  of  health  care  bills  and 
were  thus  qualifying  for  AHCCCS  services.  What  it  meant  to  AHCCCS  was  that 
these  members  were  coming  to  the  program  at  a  very  expensive  point  in  the 
course  of  their  treatment;  namely,  they  already  were  hospitalized  and  AHCCCS 
was  picking  up  the  costs  from  the  point  they  were  determined  eligible. 

We  have  obtained  a  grant  from  the  Robert  Wood  Johnson  Foundation  to  put 
together  what  we  initially  called  the  Private  Employer  Program,  but  are  now 
calling  the  Health  Care  Group.  It  is  to  start  operation  October  1,  1987, 
after  pilot  programs  in  two  counties. 

Our  program  involves  features  of  programs  discussed  at  this  conference  by 
other  speakers.  It  will  provide  health  care  coverage  to  groups  of  25  or  fewer 
employees . 
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According  to  our  market  surveys  the  interest  level  is  high.  We  sent  our 
5,000  questionnaires  to  employers.  We  were  told  by  our  actuaries  to  expect  a 
response  of  about  19  percent;  our  response  rate  was  about  47  percent. 

We  did  a  survey  of  employees,  and  put  together  two  benefit  packages.  One 
pays  for  inpatient  services,  physician  services,  pharmacy  services,  and 
emergency  services,  with  relatively  small  copayments.  The  other  has  a  20 
percent  deductible  on  the  first  $30,000  of  inpatient  hospitalization. 

We  then  did  a  focus  group  study  of  those  two  benefit  packages  with  25 
employers  chosen  at  random,  19  of  whom  did  not  offer  insurance  to  their 
employees.  The  benefit  package  with  the  20  percent  deductible  on  the  first 
$30,000  of  inpatient  services  was  resoundingly  rejected,  which  gets  to  the 
Cadillac  notion  of  coverage  discussed  earlier.  Employers  want  the  Cadillac 
plan.    They  don't  like  the  20  percent  deductible  on  inpatient  care.* 

RICHARD  CURTIS:  This  will  be  piggy-backing  on  the  prepaid  managed  care 
systems  that  were  developed  with  respect  to  Medicaid,  so  there  is  that  cost 
containment  component. 


For  further  information  about  the  Arizona  program  see  the  description  in 
Part  IX  of  this  volume. 
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7.    THE  DEBATE  IN  MASSACHUSETTS 
by    Karen  Smith 

One  year  ago,  the  State  Legislature  amended  our  Hospital  Payment  Law, 
which  was  Chapter  372,  to  take  into  account  the  fact  that  our  Medicare  waiver 
was  ending  and  we  needed  to  develop  a  hospital  payment  system.  As  part  of 
that  bill  they  turned  what  had  been  essentially  a  private  sector  process,  a 
group  called  "The  Coalition",  into  a  public  Commission.  They  also  included 
almost  every  conceivable  issue  in  the  Commission's  mandate.  Quite  seriously, 
they  wanted  us  to  look  at  what  to  do  about  the  Rate  Setting  Commission,  what 
to  do  about  the  Determination  of  Need  program,  how  to  insure  access  to  care 
for  uninsured  or  underinsured  people,  and  what  to  do  about  enhancing 
competition  in  the  state.  They  made  it  clear  that  the  Study  Commission  had  to 
come  up  with  a  new  hospital  payment  system,  but  not  in  the  absence  of  looking 
at  all  these  other  issues  as  well.  It  was  clear  among  the  people  who  had  been 
in  the  Coalition  that  in  order  to  really  do  something  about  issues  of  access, 
the  solution  was  going  to  be  tied  to  all  those  other  payment  issues  so  that  we 
could  keep  costs  down  and  not  continue  the  fragmented  system  that  we  have  now. 

Prior  to  the  establishment  of  the  Study  Commission  a  number  of  people  in 
the  state  had  been  doing  work  on  the  uninsured  in  Massachusetts  and  the  kinds 
of  services  they  are  using.  The  picture  in  Massachusetts  is  very  similar  to 
those  in  other  states,  although  I  think  our  proportion  of  uninsured  is  a 
little  bit  lower  (about  10  to  12  percent). 

It  may  be  helpful  for  you  to  know  the  membership  of  our  Special 
Commission.  We  have  three  state  seats:  the  Secretary  of  Human  Services,  who 
is  one  of  the  Co-Chairs  of  this  Commission;  our  Secretary  of  Elder  Affairs; 
and  our  Secretary  of  Consumer  Affairs.  Unlike  some  other  states,  our  Division 
of  Insurance  is  within  the  Consumer  Affairs  Division.  Our  public  health, 
Medicaid  and  all  other  human  service  agencies  are  under  the  Executive  Office 
of  Human  Services.  Also  at  the  table  are  Blue  Cross,  the  commercial  insurers, 
the  Hospital  Association,  the  Medical  Society,  the  Massachusetts  Association 
of  HMOs,  organized  labor,  the  Business  Roundtable,  and  a  consumer 
representative. 

In  Massachusetts,  our  consumer  groups  are  extremely  well  organized.  They 
have  been  sending  Christmas  cards  to  the  Governor,  "Please  don't  let  us  spend 
another  year  uninsured."  During  October  1986,  after  we  came  out  with  a 
preliminary  report,  we  had  a  series  of  public  hearings  around  the  state,  and 
they  were  filled  with  disabled  people  and  parents  of  disabled  children.  They 
are  perfectly  willing  to  sit  in  Legislators'  offices  until  they  get  a  bill 
passed  that  will  take  care  of  them  and  their  children,  and  will  organize 
lobbying  efforts  to  support  their  campaign  for  adequate  health  care.  Walking 
away  from  those  pressure  groups  would  be  very  difficult  for  the  Commission 
members,  given  the  consumer  activity  in  this  area.  Massachusetts  Fair  Share 
attended  our  last  meeting,  gave  us  all  Christmas  candles  and  Christmas  cards, 
and  pleaded  with  us  to  make  sure  they  had  adequate  health  insurance  in  1987. 
So  one  very  strong  factor  in  Massachusetts,  which  I  have  not  heard  other 
states  mention,  is  that  the  consumer  groups  are  very  well  organized  and 
pushing  very  hard. 

Another  thing  that  I  think  is  important  to  note  about  where  Massachusetts 
is  as  it  starts  the  debate  on  the  uninsured  is  that  we're  spending  a  lot  of 
money  on  uncompensated  care,  but  not  in  a  manner  that  anyone  is  really 
satisfied  with. 
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As  part  of  last  December's  legislation,  we  instituted  an  uncompensated 
care  pool,  and  we  pay  for  100  percent  of  bad  debt  and  free  care  through  a 
hospital  surcharge  that  is  approximately  9.8  percent  this  year.  There  is 
about  $250  million  in  that  pool,  which  pays  primarily  for  people  who  are 
uninsured,  but  also  money  for  bad  debts  (including  those  of  people  who  have 
insurance  but  haven't  paid  their  copayments  or  deductibles).  That's  a  lot  of 
money.  In  addition,  we  estimate  that  people  are  probably  spending 
out-of-pocket  another  couple  of  hundred  million,  and  the  state  also  supports 
care  for  low-income  and  poor  people  through  some  special  programs.  For 
instance,  we  have  a  Healthy  Start  Program  that  covers  prenatal  care  and 
delivery  for  pregnant  women  up  to  185  percent  of  poverty.  We  are  spending 
about  $15  million  a  year  on  that. 

So  we  figure  we're  already  spending  probably  close  to  $500  million  in 
Massachusetts,  and  we've  got  about  593,000  uninsured  people.  For  some  of  us, 
that's  a  pretty  significant  financial  commitment — a  level  of  commitment  that 
we  can  use  to  do  quite  a  bit  for  people  if  we  can  find  more  efficient  use  of 
moni  es . 

There  are  three  basic  ideas  on  the  table  in  Massachusetts.  The  first  is 
continuing  coverage  for  employment  and  training  recipients.  Funding  requests 
that  we  put  in  the  budget  last  year  for  this  program  never  made  it  out  of  the 
Legislature.  This  money  was  to  be  used  to  purchase  health  insurance  for  the 
first  year  after  recipients  had  completed  their  training  and  begun 
employment.  As  others  have  said,  many  recipients  do  not  get  health  insurance 
with  their  jobs.  Even  where  they  do  get  health  insurance,  there  may  be  as 
much  as  an  eight-month  waiting  period  before  they're  eligible  for  the  company 
plan.  We  are  putting  that  money  back  in  the  budget  request  this  year.  The 
Medicaid  Department  is  doing  some  strong  lobbying  for  that,  and  we  hope  to 
have  more  success  this  year.  People  still  are  not  getting  health  insurance, 
and  it  is  now  clear  that  it's  not  a  fluke. 

The  second  is  an  issue  we  have  just  managed  to  settle.  We  have  guaranteed 
one  year  of  Medicaid  eligibility  for  recipients  who  enroll  in  HMOs.  What  this 
means  to  the  recipients  is  unclear.  We  don't  really  know  how  long  they're  in 
fact  going  to  be  staying  in  the  HMO  or  in  Medicaid,  or  whether  they'll  get 
insurance  through  their  employment  if  that  is  their  reason  for  leaving 
Medicaid.  This  was  really  put  in  as  an  incentive  to  the  providers.  It's  been 
very  difficult  getting  HMOs  to  enroll  Medicaid  recipients.  The  HMOs  have  been 
insisting  that,  unless  they  can  get  one  year  eligibility,  it's  not  worth  their 
while  dealing  with  people  going  on  and  off  eligibility  rolls. 

The  third  issue  is  security  for  the  disabled.  This  came  out  at  public 
hearings  and  we  were  just  trying  to  find  some  way  to  let  disabled  people  who 
want  to  return  to  work  keep  their  Medicaid  eligibility,  if  necessary.  Over 
and  over  again  at  the  hearings  disabled  people  said,  "I  can  get  work.  People 
are  willing  to  give  me  jobs,  but  there  isn't  a  prayer  that  I  can  get  into 
health  coverage  of  any  kind,  or  my  waiting  period  is  too  long."  We're  trying 
to  find  a  way  to  make  it  easier  for  those  people  to  try  and  find  employment, 
understanding  that  many  of  them  may  take  a  job  thinking  they  can  work,  and 
there  will  be  a  lot  of  false  starts  before  they  end  up  in  employment  for  any 
length  of  time.  Those  people  constitute  a  special  population  for  whom  finding 
a  way  to  keep  Medicaid  is  something  we're  trying  to  evaluate  more  thoroughly. 
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RICHARD  CURTIS:  Wisconsin  has  been  trying  to  develop  strategies  that 
would  allow  people,  as  their  source  of  payment  changes — through  employment, 
public  welfare,  self-employment — to  have  their  health  benefit  plan  follow  them 
so  that  they  don't  have  to  switch  benefit  plans.  Such  an  approach  might 
address  this  sort  of  problem. 
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8.    WASHINGTON  STATE'S  PLAN  FOR  THE  UNINSURED 
by    Robert  Crittenden 

In  Washington  we  have  a  higher  than  average  proportion  of  the  population 
who  are  uninsured:  17  percent.  About  700,000  persons  have  no  insurance, 
400,000  are  low  income  (under  200  percent  of  poverty).  The  uninsured 
population  is  primarily  young,  though  we  have  a  substantial  number  of  old 
people,  and  it  is  primarily  employed.  One  probable  reason  for  low  coverage 
rates  is  that  we  have  one  of  the  most  regressive  tax  systems  in  the  country. 
We  depend  on  the  sales  tax  and  also  have  a  business  and  occupation  tax.  We 
tax  all  small  businesses  trying  to  get  started,  and  I  think  our  economic 
growth  rate  reflects  that. 

Over  the  last  three  years,  we  have  had  three  unsuccessful  attempts  at  the 
problem,  going  from  uncompensated  care  pools  to  demonstration  projects. 
Finally,  in  the  1986  session  the  Legislature  passed  a  bill  (ESHB-2021)  setting 
up  the  Washington  Health  Care  Project  Commission,  instructing  it  to  come  up 
with  a  basic  health  plan,  and  stipulating  certain  requirements. 

One  requirement  was  that  it  be  managed  care.  I  think  the  Legislature 
wouldn't  even  consider  a  fee-for-servi ce  system.  Managed  care  is,  however, 
very  broadly  defined.  Another  requirement  was  that  a  plan  include  primary 
care,  i npati ent/outpati ent  hospital  care,  pre-  and  postnatal  care,  obstetrics, 
and  well-child  care.  A  third  was  that  one  of  the  benefit  packages  cost  $50 
per  member  per  month.    Alternative  schedules  were  also  allowed. 

The  Commission  was  made  up  of  fifteen  members;  eight  from  the  legislature 
and  seven  from  the  public.  Within  the  Commission  three  technical  advisory 
committees  were  formed.  The  first  committee  dealt  with  target  population 
issues:  What  are  the  characteristics  of  the  uninsured?;  Where  do  they 
currently  receive  medical  care?;  How  many  would  enroll  in  a  basic  health  plan 
and  under  what  conditions? 

The  second  advisory  committee  worked  on  benefits.  Designing  an 
appropriate  structure  included  an  analysis  of  benefits  that  must  be  covered; 
those  that  should  be  covered;  and,  those  that  may  be  covered.  A  goal  of  the 
committee  was  to  design  a  benefit  scnedule  with  sufficient  detail  to  ensure 
equity  and  adequacy  in  the  delivery  of  care. 

The  third  technical  advisory  committee  focused  on  how  the  plan  would  be 
administered.  The  committee  divided  its  work  into  three  areas:  the  role  of 
Medicaid;  tne  role  of  the  employer;  and  management  of  the  basic  health  plan. 
Underlying  the  committee's  work  was  the  notion  that  there  would  be  a  central 
administrative  body  that  would  contract  with  managed  care  providers  throughout 
the  state.  These  managed  care  entities  would  be  responsible  for  organizing 
physicians  and  hospital  care.  The  major  concern  for  the  administrative  body 
would  be  negotiating  reasonable  rates  with  those  managed  care  entities. 

The  Commission  submitted  its  final  report  to  the  legislature  on  December 
1,  1986.  Legislation  (2SHB477),  based  on  that  report  was  introduced  in  the 
1987  legislative  session. 

[Editors  Note:  In  the  period  since  the  Conference  and  before  publication 
of  this  document,  Washington  has  adopted  a  comprehensive  package  of 
initiatives   to  address   the   health   care    needs   of    the    uninsured.  Separate 
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pieces  of  legislation,  the  Health  Care  Access  Act  (2SHB477)  and  a  High  Risk 
Pool  (SHB  99)  were  enacted.  In  addition,  several  related  budget  enhancements 
were  adopted.  Finally,  a  component  of  the  state's  welfare  reform  legislation 
provided  an  extension  of  Medicaid  coverage  for  former  welfare  recipients 
placed  in  jobs. ] 

The  Package  of  Initiatives 

Washington,  through  a  legislative  package  enacted  into  law  in  June  1987, 
has  adopted  a  multi-faceted  strategy  to  improve  access  to  health  care  for  the 
uninsured.  The  state  is  committing  about  $72  million  in  general  revenues  over 
the  next  two  years  to  fund  these  initiatives  which  will  be  supplemented  by 
about  $45  million  in  federal  matching  funds.  These  are  the  key  components  of 
the  package: 

a.    The  Basic  Health  Plan 

The  Washington  Basic  Health  Plan-  is  established  as  an  independent  agency. 
A  schedule  of  basic  health  care  benefits  will  be  developed  and  will  include  a 
separate  schedule  and  payment  structure  for  those  eligible  individuals  who 
choose  to  enroll  only  their  dependent  children,  age  18  and  under.  The 
schedule  of  services  includes  physician,  inpatient  and  outpatient  hospital, 
and  others  that  may  be  necessary  for  basic  health  care,  but  not  including 
dental  care.  It  emphasizes  preventive  and  primary  health  care,  and  includes 
all  services  necessary  for  prenatal,  postnatal,  and  well-child  care. 

The  plan  will  be  offered  in  at  least  five  regions  (congressional 
districts)  to  include  urban  and  rural  sites.  Beginning  July  1,  1988,  the  plan 
may  enroll  up  to  30,000  individuals  eligible  for  subsidies  who:  1)  are  under 
the  age  of  65;  2)  are  residents  of  an  area  served  by  the  plan;  3)  have  gross 
family  income  not  exceeding  200  percent  of  the  federal  poverty  level;  4) 
choose  to  obtain  coverage  from  a  particular  managed  health  care  system 
participating  in  the  plan;  and  5)  pay  premiums  based  upon  a  sliding  scale. 

Premiums  from  enrol  lees  are  to  be  established  based  upon  gross  family 
income.  Nominal  co-payments  and  coinsurance  to  discourage  inappropriate 
utilization  of  services  will  be  due  participating  managed  health  care  systems 
from  enrollees.  Rates  negotiated  with  participating  managed  health  care 
systems  for  the  actual  delivery  of  basic  health  care  services  to  enrollees 
will  be  subsidized  from  appropriations  made  available  from  the  Basic  Health 
Plan  Trust  Account.  Enrollees  may  continue  in  the  plan  if  their  income  rises 
above  200  percent  of  poverty,  but  they  must  then  pay  full  premiums.  An 
enrol  lee  with  gross  income  above  200  percent  of  poverty  for  six  consecutive 
months  would  no  longer  be  eligible  for  the  program.  The  benefit  package 
assumes  (except  for  one  site  where  coinsurance  will  be  higher  and  premiums 
lower)  nominal  co-payments  of  $10  per  office  visit,  $5  for  drugs,  $25  for 
inappropriate  emergency  room  use,  and  a  25  percent  discount  from  fee  for 
servi  ce. 

The  administrator  is  required  to  solicit  participation  agreements  from 
managed  health  care  systems,  and  a  standard  procedure  is  established  for  the 
administrator  to  negotiate  sucn  agreements.  The  administrator  is  to  consider 
and  make  suitable  allowances  for  the  need  for  health  care  services  and  the 
differences  in  local  availability  of  health  care  resources,  along  with  other 
resources,  within  and  among  different  areas  of  the  state.     The  administrator 
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is  expected  to  seek  multiple  participation  agreements  so  that  any  enrol  lee 
will  be  allowed  a  choice  between  two  or  more  managed  health  care  systems. 

A  managed  health  care  system  (MHCS)  is  any  organization  of  health  care 
providers  that  agrees  to  deliver,  directly  or  by  contract,  the  schedule  of 
basic  health  care  services.  This  could  include  HMOs  already  active  in  the 
delivery  of  health  care  and,  conceptually,  any  group  of  health  care 
providers.    MHCSs  may  only  offer  coverage  that  is  established  by  the  plan. 

Other  state  agencies  will  cooperate  by  informing  unemployed  workers, 
injured  workers  and  unsuccessful  applicants  for  medical  assistance  of  the 
possible  availability  of  the  plan. 

To  implement  the  plan  a  total  of  $19  million  has  been  appropriated  for  the 
f i rst  two  years . 

b.  High-Risk  Pool 

A  non-profit  comprehensive  insurance  pool  is  created  to  include  all  health 
insurers,  health  care  service  contractors,  and  health  maintenance 
organizations.  Provisions  are  made  to  include  self-funded  programs,  if 
permitted  by  federal  law  in  the  future.  The  cost  of  providing  care  beyond 
premiums,  deductibles,  and  co-payments  collected  will  be  assessed  among  pool 
members  on  a  per  capita  basis.  Pool  premiums  are  exempt  from  premium  taxes 
and  certain  deductions  from  ousiness  and  occupation  (B&O)  taxes  are  allowed. 

The  eligible  persons  will  be  state  residents  who  have  been  rejected  for 
coverage,  or  have  had  problems  obtaining  coverage  within  a  six  month  period 
prior  to  appl ication. 

The  package  of  benefits  will  be  comprehensive  including  inpatient  and 
outpatient  care,  drugs,  nursing  home  care. 

The  pi  an  will  have : 

Two  deductible  options  of  $500  and  $1,000,  with  related  caps  on  out  of 
pocket  expenses ; 

Coinsurance  of  20  percent  of  benefits  provided; 
Maximum  coverage  of  $500,000;  and 

Premiums  set  at  150  percent  of  the  standard  group  rate  set  for  groups  up 
to  ten  persons. 

c .  Medi  cai  d 

A  number  of  improvements  to  Medicaid  were  adopted  to  complement  the  Basic 
Health  Plan.  First,  the  "medically  needy"  eligibility  standard  was  raised 
from  100  percent  to  125  percent  of  the  welfare  grant  standard.  This  will  add 
about  4,500  persons  to  the  Medicaid  rolls  at  an  estimated  state  cost  of  SS.7 
million,  combined  with  a  federal  match  of  $9.5  million.  Second.  Washington 
adopted  a  recently  available  option  to  add  Medicaid  eligibility  for  pregnant 
women  and  their  children  up  to  age  five  who  have  incomes  up  to  100  percent  of 
the  federal   poverty  standard.     The   program  will    be   phased    in   according  to 
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federal  statutory  provisions,  beginning  with  children  under  age  one  and 
annually  adding  children  until  the  age  five  cutoff  is  reached.  It  is  expected 
that  2,000  women  and  children  per  year  will  be  served  under  this  initiative. 

d.    Other  Components 

Washington  expanded  its  prenatal  program  by  raising  the  income  eligibility 
maximum  to  200  percent  of  the  federal  poverty  level.  Intended  to  improve 
high-risk  pregnancies,  the  expanded  program  is  expected  to  serve  an  additional 
2,000  women  at  an  additional  $5  million  in  state  funds  per  year. 

Another  component  of  the  legislative  package  provided  an  additional 
$265,000  to  make  community  health  clinics  available  in  areas  of  the  state 
where  they  do  not  exist  now. 

Finally,  a  grant  program  is  established  for  regional  hospitals  that  either 
are  tertiary  care  facilities  providing  up  to  250  percent  of  the  average 
charity  care  rate,  or  hospitals  having  medical  assistance  charges  exceeding  20 
percent  of  the  facility's  total  rate  setting  revenue  from  the  prior  calendar 
year.  This  initiative  will  cost  $3  million  in  state  funds.  Additional 
funding  may  come  through  federal  Medicaid  funds  available  to  reimburse 
hospitals  serving  a  disproportionate  share  of  Medicaid  recipients. 
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9.    MAINE'S  MANAGED  CARE  DEMONSTRATION 
by   Andrew  Coburn 

Over  the  past  decade  Maine  has  been  piecing  together  policies  and  programs 
addressing  the  needs  of  the  uninsured.  Many  state  leaders,  particularly 
legislators,  pride  themselves  in  believing  that  Maine  has  been  a  leader  in 
responding  to  this  problem.  In  fact,  Maine  was  the  first  state  to  implement  a 
catastrophic  health  insurance  program,  in  1974.  The  state  has  gradually 
expanded  its  Medicaid  program  to  include  all  optional  eligibility  groups. 
Maine  is  also  among  the  few  states  to  provide  subsidies  for  prescription  drugs 
for  non-Medicaid  eligible,  older  citizens.  In  1983  Maine  addressed  the 
uncompensated  care  problem  with  the  implementation  of  an  all-payors  (except 
Medicare)  hospital  rate-setting  program. 

Each  of  these  initiatives  has  been  undertaken  as  an  ad  hoc  incremental 
policy  response  to  isolated  problems  and  political  constituencies  and 
circumstances.  Each,  in  turn,  is  fraught  with  its  own  inadequacies  and 
shortcomings.  Through  these  initiatives,  however,  policymakers,  health  care 
providers  and  others  in  the  state  have  gradually  become  aware  of  the  nature 
and  scope  of  the  medical  indigency  problem.  This  policy  experience  and 
learning  has  been  instrumental  in  shaping  Maine's  latest  response  to  this 
growing  problem. 

Maine  is  currently  developing  a  managed  care  insurance  plan  demonstration 
to  provide  coverage  to  uninsured  individuals  and  small  businesses.  This  plan 
will  be  the  centerpiece  of  a  broader  set  of  coordinated  policy  initiatives, 
including  expansion  of  the  state's  Medically  Needy  program  and  development  of 
a  high-risk  insurance  pool  for  uninsurable  individuals. 

The  Maine  Department  of  Human  Services  and  the  Human  Services  Development 
Institute  of  the  University  of  Southern  Maine  will  be  working  with  a  broad 
coalition  of  businesses,  labor,  the  legislature,  health  care  providers  and 
human  services  groups  throughout  the  state  to  develop  and  implement  a 
three-year  managed  care  insurance  program  demonstration.  The  basic  features 
of  this  insurance  plan  follow. 

The  Insurance  Plan 

Eligibility:  The  plan  will  be  targeted  to  two  major  groups:  (1)  the  poor 
and  the  near  poor  who  are  not  eligible  for  Medicaid,  who  are  unemployed  or  who 
are  employed  but  not  offered  health  benefits  through  their  place  of  work  and 
who  cannot  afford  to  purchase  individual  or  group  coverage  themselves;  and  (2) 
the  AFDC  Medicaid  population  in  the  demonstration  areas. 

Enrol Iment:  Enrollment  of  Medicaid  recipients  will  be  managed  by  the 
state's  Medicaid  program.  An  intensive,  "informed  choice"  campaign  will  be 
conducted  among  potential  Medicaid  participants,  making  use  of  the  state's 
Early  Periodic  Screening  Diagnosis  and  Treatment  Home  Visiting  Program  to 
conduct  face-to-face  education  and  counseling  prior  to  enrollment. 

Open  enrollment  will  be  available  year  round  for  non-Medicaid  eligible 
individuals  and  families.  A  primary  focus  of  non-Medicaid  enrollment  will  be 
job  training  and  placement  programs.  Currently,  the  lack  of  health  coverage 
available  through  many  potential  employers  represents  a  major  barrier  and 
disincentive    to    successful    job    placement.      The    new    plan    will  develop 
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coordinated  enrollment  drives  with  the  state  Welfare,  Education,  Employment 
and  Training  Program  (WEED  and  the  state's  Job  Training  Partnership  Act 
centers  to  facilitate  their  job  placement  activities  and  provide  health 
coverage  for  those  losing  AFDC  and  Medicaid  eligibility.  The  university-based 
Cooperative  Extension  service  will  also  be  used  to  identify  potential 
enrollees.  Similar  marketing  and  enrollment  offers  will  be  developed  with 
public  and  private  agencies  which  offer  small  business  development  loans  in 
exchange  for  job  placement  of  disadvantaged  persons. 

Benef i ts :  Benefits  offered  under  the  insurance  plan  will  include  full 
coverage  for  acute  and  primary  care,  including  hospital  services,  lab,  X-ray, 
emergency  care,  physician  services  and  mental  health/substance  abuse 
benefits.  Copayments  may  be  developed  for  particular  services  (i.e., 
emergency  room  use).  All  services,  with  the  exception  of  out-of-area  and 
life-threatening  emergencies,  must  be  provided  or  approved  by  each  enrollee's 
primary  care  provider. 

Fi nanci ng:  An  insurance  fund  will  be  created  to  cover  the  costs  of  health 
services  to  the  enrolled  population  and  program  administration.  Of  this  total 
fund  amount  ($3.75  million),  $300,000  will  be  a  commitment  of  new  monies.  The 
rest  of  the  funds  will  be  drawn  from  existing  state  programs,  premium 
payments,  the  Medicaid  program  and  participating  hospitals'  bad  debt/charity 
care  allowance  provided  under  Maine's  hospital  rate-setting  system.  The  fund 
will  cover  all  costs  associated  with  the  program  including  provider  payments, 
ancillary  benefit  costs  and  program  administration.  Initial  analyses  project 
a  need  for  reserving  12  percent  of  the  total  fund  (approximately  $450,000)  for 
administrative  costs,  reserves  and  bad  debt  loss.  The  remainder  of  the  fund 
($3,300,000)  will  be  available  for  payments  and  health  care  services. 

Health  Delivery  System:  Primary  care  providers  will  be  recruited  who 
agree  to  provide  case  management,  provide  or  authorize  all  services  except 
emergency  care,  and  have  arrangements  for  medical  care  or  advice  available  24 
hours  a  day.  Contractual  arrangements  with  provider  groups  will  include 
mutually  acceptable  mechanisms  for  controlling  utilization  and  costs  and 
ensuring  quality  of  care.  The  contracts  will  include:  utilization  standards 
and  review,  quality  of  care  standards  and  monitoring,  and  financial  incentives 
that  reward  high  quality  and  efficient  care.  The  financial  incentives  will  be 
based  on  capitation,  partial  capitation  or  case  management  models.  The 
primary  care  providers  will  be  expected  to  oversee  in-patient  care  to  assure 
appropriate  length  of  stay  and  intensity  of  services.  Arrangements  may  be 
developed  regarding  pre-op  work-up,  in-and-out  surgery,  and  use  of  hospital 
laboratory  services  to  minimize  costs. 

Demonstration  Sites:  The  plan  will  be  demonstrated  in  two  sites  over  a 
three-year  period.  Sites  will  be  selected  based  on  specific  criteria 
including  the  magnitude  of  the  problem  in  the  area  (i.e.,  number  of  insured, 
depressed  economy)  and  local  interest  and  cooperation. 

Small  Business  Enrollment 

The  predominantly  small  business  nature  of  the  state's  economy  (90  percent 
of  Maine  businesses  employ  fewer  than  15  persons)  contributes  significantly  to 
the  lack  of  insurance  coverage.  In  addition  to  enrolling  individuals  in  the 
plan,  therefore,  the  demonstration  will  also  seek  to  market  the  plan  to  small 
businesses  and,  specifically,  encourage  them  to  purchase   insurance  for  their 


-144- 


employees  through  this  plan.  One  important  marketing  vehicle  will  be  the 
statewide  network  of  Small  Business  Development  Centers  which  provide 
development  assistance  and  Small  Business  Assistance  Loans  for  new,  small 
businesses. 

Through  the  use  of  managed  care  mechanisms,  utilization  control  and 
distribution  of  risk  associated  with  large  insurance  pools,  we  hope  to  be  able 
to  provide  a  more  affordable  insurance  product  than  is  currently  available 
from  Blue  Cross  or  commercial  insurers.  No  matter  how  affordable  the  plan, 
there  will  be  low  volume  and/or  marginal  businesses  that  will  not  be  able  to 
afford  the  full  costs  of  the  insurance  premiums.  Therefore,  premium  subsidies 
will  be  available  for  businesses  that  meet  specific  criteria.  Among  the 
criteria  that  will  be  used  in  determining  eligibility  for  these  subsidies  are: 

•  Family-owned  and  operated  businesses,  and  those  where  greater  than  a 
specified  portion  of  the  workforce  are  family  members; 

t      Businesses  below  a  certain  size  in  terms  of  number  of  employees; 

•  Businesses  whose  gross  revenues  or  volume  fall  below  specified  levels 
or  other  financial  criteria  indicative  of  viability  and  size; 

•  New  businesses  in  operation  less  than  five  years;  and 

•  Businesses  that  offer  employment  opportunities  to  disadvantaged 
populations  such  as  individuals  on  AFDC,  handicapped  persons,  older 
workers,  in  exchange  for  subsidized  enrollment. 

One  of  the  significant  challenges  with  state  subsidies  for  small 
businesses  is,  of  course,  to  define  and  administer  eligibility  criteria  in 
such  a  way  as  to  avoid  creating  disincentives  for  businesses  to  offer 
insurance  that  can  legitimately  do  so.  Based  in  part  on  the  experiences  of 
SBA  and  state  loan  programs,  we  plan  to  constitute  a  business  subcommittee 
within  the  Project  Advisory  Committee  with  business  representatives  to  screen 
and  evaluate  subsidy  applications  from  small  businesses.  Although  the 
administrative  complexity  of  this  approach  makes  it  unattractive  as  a  long  run 
solution,  we  feel  it  will  enable  us  to  learn  more  about  the  insurance  needs 
and  financial  capacities  of  small  businesses  in  the  demonstration  phase  of 
this  effort. 

Another  important  goal  of  this  project  will  be  to  develop  innovative 
mechanisms  for  using  the  insurance  pool  as  a  vehicle  for  promoting  greater 
public/private  collaboration  around  job  training  and  economic  development  and 
assistance  programs.  In  Maine,  and  in  other  states,  there  are  critical  links 
that  should  be  made  between  economic  and  business  development  assistance 
programs,  job  training  and  health  benefit  expansion  initiatives.  As  in  most 
states,  a  variety  of  state-funded,  venture  capital/loan  guarantee  programs  in 
Maine  provide  financial  and  technical  assistance  to  small  and  medium-sized  new 
businesses.  In  most  instances,  there  are  extensive  conditions  imposed  on 
these  loans  and  other  forms  of  assistance,  including  provisions  related  to  the 
training  and  hiring  of  disadvantaged  workers. 

This  concept  of  linking  economic  development  and  employment  training  is 
currently  being  demonstrated  in  Maine  in  an  innovative  venture  capital  project 
which   provides    business    development    loans    and   grants    in   exchange   for  job 
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training  and  employment  slots  for  disadvantaged  populations,  including  former 
AFDC  recipients  and  disabled.  Although  offering  health  benefits  is  not  a 
condition  of  the  development  assistance,  the  organization  administering  the 
program  provides  significant  encouragement  and  technical  assistance  for 
businesses  that  do  so. 

We  believe  this  approach  could  be  expanded  to  make  development  assistance 
conditional  on  businesses  providing  a  minimum  level  of  health  benefits.  The 
problem  with  this  concept  is  that  it  will  be  difficult  politically  to  obtain 
statutory  mandates  when  most  states  are  moving  to  reform  tax  laws  and  relax 
regulatory  policies  to  make  it  more  attractive  for  businesses  to  locate  or 
relocate  in  their  state.  Nevertheless,  we  feel  it  may  be  possible  in  Maine 
and  other  states  as  well,  to  obtain  something  short  of  mandated  benefits 
which,  in  combination  with  strong  education  and  technical  assistance,  will 
encourage  a  greater  number  of  small  firms  to  purchase  insurance. 

Concl usion 

This  demonstration  is  Maine's  most  ambitious  effort  to  address  the  needs 
of  the  uninsured.  We  expect  to  encounter  many  problems  and  to  have  to  ma<e 
tough  decisions  as  we  begin  to  implement  the  project.  We  are  encouraged, 
however,  by  the  vitality  of  interest  and  activity  in  Maine  and  hope  to  learn 
more  from  the  developing  experience  in  states  which  are  further  along  than  we 
are.  We  are  also  happy  to  share  what  we  have  learned  and  our  approach  with 
those  states  that  are  just  beginning  their  planning  efforts.  I  hope  we 
continue  to  have  opportunities  like  this  conference  over  the  next  several 
years  to  keep  you  abreast  of  our  progress. 


RICHARD  CURTIS:  I  know  that  there  was  some  quantitative  research  done  on 
AFDC  recipients  who  lost  coverage  because  of  the  changes  in  1981  which  looked 
at  use  and  access  to  care — not  just  insurance  coverage  tax—and  there  were 
dramatic  reductions  in  use  and  access. 

STEPHEN  LONG:  The  HCFA  Medicaid  evaluation  simulated  what  happened  to 
people  who  went  off  AFDC  due  to  COBRA,  and  estimated  that  50  percent  moved  off 
to  private  insurance  and  did  just  fine.  The  other  50  percent  became 
uncovered,  the  reductions  in  access  that  went  along  with  that  were  one-third 
on  physician  and  well  under  50  percent  of  the  levels  of  hospital  use  that  they 
would  have  had  under  Medicaid. 


-146- 


10.     EXTENDING  HEALTH  COVERAGE  FOR  FORMER  WELFARE  RECEPIENTS 


OVERVIEW 

by    Richard  Curtis 

Health  care  coverage  for  uninsured  workers  receives  attention  by  state 
policymakers  for  a  variety  reasons.  In  a  number  of  states,  welfare  reform 
initiatives  are  bringing  a  new  set  of  concerns  and  policy  perspectives  to 
this  problem.  Because  the  welfare  reform  agenda  emphasizes  self-sufficiency 
and  work,  these  initiatives  must  contend  with  the  work  disincentive  frequently 
presented  by  current  policies. 

Many  welfare  recipients  are  reluctant  to  give  up  welfare  if  the  loss  of 
Medicaid  will  jeopardize  access  to  health  care  for  their  families.  This  is 
because  the  jobs  available  to  them  frequently  lack  employer-provided  health 
benefits.  As  discussed  in  Part  II  of  this  book,  about  three  out  of  four 
uninsured  persons  in  this  country  are  workers  or  dependents  of  workers;  about 
half  live  in  families  of  steadily  employed  workers.  The  lack  of  health  care 
coverage  is  a  particularly  acute  problem  in  lower  wage  industries  most  likely 
to  offer  job  opportunities  for  former  welfare  recipients.  While  about  15 
percent  of  all  workers  have  no  health  care  coverage,  28  percent  of  workers 
earning  less  than  $10,000  a  year  have  no  coverage.  As  a  result,  75  percent  of 
all  uninsured  workers  earn  less  than  $10,000  per  year. 

Research  findings  tend  to  corroborate  recipient  fears  regarding  the 
effects  of  losing  health  care  coverage.  One  example  is  a  Syracuse  University 
study  which  estimated  the  effects  of  1981  federal  cuts  in  AFDC  and  Medicaid 
coverage  of  working  recipients'*.  The  study  estimates  that  about  half  (45 
percent)  of  those  losing  Medicaid  coverage  failed  to  acquire  alternative 
health  care  coverage  and,  lacking  coverage,  experienced  significant  declines 
in  their  use  of  basic  health  services.  For  example,  physician  and  inpatient 
hospital  use  were  estimated  to  have  declined  by  38  percent  and  71  percent, 
respectively.  It  is  likely  that  the  loss  of  health  care  coverage  now  causes 
even  greater  problems  in  accessing  services.  As  the  health  care  marketplace 
has  become  more  price  competitive,  health  care  providers  have  often  curtailed 
the  provision  of  uncompensated  care  for  the  uninsured. 


Health  coverage  issues  raised  by  the  welfare  reform  agenda  are  a 
priority  concern  of  the  National  Governors'  Association.  Interest  in 
these  issues  has  continued  to  grow  since  the  December  1986  meeting  as 
evidenced  by  pending  federal  legislation.  The  first  two  subsections 
presented  here  are  also  published  in  the  State  Action  Column  of  the 
August  1987  edition  of  Business  and  Health  Magazine  and  provide  more 
recent  information  than  was  available  at  the  Chicago  Conference. 

Long,  Stephen  H.  and  Settle,  Russell  F.,  "Cutbacks  in  Medicaid 
Eligibility  Under  the  Omnibus  Budget  Reconciliation  Act  of  1981: 
Implications  for  Access  to  Health  Care  Services  Among  the  Newly 
Ineligible"  Metropolitan  Studies  Program,  the  Maxwell  School,  Syracuse 
University,  January  1985. 
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Because  of  these  marketplace  changes,  third-party  coverage  is  even  more 
critical  to  accessing  needed  health  care  for  lower  income  individuals.  Under 
current  federal  law,  however,  Medicaid  benefits  are  normally  extended  for  only 
four  months  after  an  individual  loses  AFDC  eligibility  due  to  increased 
earnings.  (Special  9  to  15  month  extensions  are  available  for  a  very  small 
number  of  persons  with  particularly  low  earned  incomes).  As  this  book,  goes  to 
print,  pending  federal  legislation  will  extend  both  the  duration  of  coverage 
and  the  structural  approaches  states  can  use. 

As  discussed  in  the  following  pages,  states  such  as  Hashington,  Maine,  and 
Michigan  are  developing  strategies  that  go  beyond  simply  delaying  the  loss  of 
Medicaid  benefits.  These  states  are  studying  or  pursuing  policies  that  can 
also  help  reduce  the  number  of  workers  without  health  care  coverage  by 
developing  more  affordable  health  plans.  The  concepts  and  examples  presented 
throughout  this  book  are  intended  to  facilitate  the  development  of  such 
initiatives.  By  making  long  term  coverage  of  workers  who  are  former  welfare 
recipients  more  affordable,  such  initiatives  hold  the  greatest  promise  to 
reduce  work  disincentives  related  to  health  care  coverage.  The  traditional 
Medicaid  structure,  which  was  designed  to  meet  the  needs  of  very  poor  persons, 
is  probably  too  expensive  and  extensive  in  its  scope  of  coverage  to  achieve 
this. 

Perhaps  the  most  critical  and  difficult  aspect  of  state  and  federal 
strategies  in  this  area  is  to  complement  and  encourage  rather  than  replace 
private  sector  coverage.  A  significant  number  of  former  welfare  recipients  do 
obtain  private  health  care  coverage.  The  Syracuse  University  study  cited 
earlier  also  found  that  just  over  one-half  (about  55  percent)  of  the  newly 
ineligible  population  were  successful  in  replacing  Medicaid  with  private 
health  insurance,  and  their  use  of  basic  health  care  services  did  not 
significantly  decline.  States  are  simply  not  in  a  fiscal  position  to 
substitute  publicly  financed  programs  for  existing  private  coverage.  Such 
expenditures  would  severely  compromise  state  efforts  to  offset  the  decade  long 
decline  in  Medicaid  coverage  for  the  poor. 

The  structural  changes  underway  in  Washington,  Maine  and  Michigan  have  the 
potential  to  improve  the  transition  from  welfare  recipients  with  Medicaid 
coverage  to  employed  individuals  with  health  care  coverage.  However,  a  number 
of  significant  hurdles  remain  before  such  systems  are  in  place  and  make 
sense.  And  as  long  as  so  many  lower  income  workers  are  without 
employment-based  health  insurance,  fundamental  questions  of  equity  are  raised 
by  further  Medicaid  extensions  for  similarly  situated  workers  who  recently 
left  welfare.  A  more  equitable  strategy,  and  the  most  effective  long  term 
strategy  for  the  welfare  reform  agenda  as  well,  will  be  to  improve  health  care 
coverage  for  all  low  income  uninsured  workers.  By  developing  more  affordable 
health  care  coverage  options,  these  state  initiatives  constitute  a  step  in 
that  direction. 
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THE  STATE  OF  WASHINGTON'S  EFFORTS  TO  SMOOTH  THE  TRANSITION 
by    Robert  Crittenden 

The  State  of  Washington  has  enacted  several  health  care  initiatives 
addressing  welfare  reform  and  the  coverage  for  of  the  uninsured,  as  previously 
discussed  in  Part  V,  Section  8  of  this  volume.  In  combination,  three  of  these 
initiatives  have  the  potential  to  smooth  the  transition  of  people  from 
welfare/Medicaid  to  employment,  to  improve  continuity  of  care  for  low  income 
people  temporarily  eligible  for  Medicaid,  and  to  provide  an  ongoing  health 
insurance  option  for  low  income  uninsured  people  who  are  often  employed. 

Washington's  welfare  reform  initiative,  the  Family  Independence  Program, 
provides  incentives  for  AFDC  parents  to  return  to  work.  The  package  includes 
job  training  and  placement,  increased  family  income  through  enhanced  child 
care  and  an  extension  of  Medicaid  coverage.  This  initiative  extends  Medicaid 
for  people  in  the  program  to  an  income  of  135  percent  of  the  benchmark  of  the 
state's  welfare  grant  plus  the  value  of  food  stamps  (approximately  115  percent 
of  the  federal  poverty  level).  For  those  persons  with  earned  incomes 
exceeding  this  limit,  Medicaid  would  be  extended  for  one  year  with  as  yet 
unspecified  financial  participation  by  the  recipient.  The  language  of  the 
legislation  permits  a  premium  and  copayment  structure  similar  to  that  proposed 
in  Washington's  health  insurance  plan  (described  below).  The  initiative  is 
dependent  on  legislative  provisions  now  pending  in  Congress  that  would 
authorize  federal  matching  funds  for  these  Medicaid  extensions  in  the  state  of 
Washington.  The  concept  is  receiving  favorable  review  as  it  proceeds  through 
Congress . 

The  second  thrust  is  the  Health  Care  Access  Act  of  1987.  It  establishes 
five  demonstration  sites  for  a  voluntary,  state  subsidized  health  insurance 
plan  for  30,000  low  income  people.  [Editor's  Note:  State  officials  indicate 
that  a  program  other  than  Medicaid  was  established  to  aviod  a  welfare  program 
image.]  The  plan  includes  relatively  comprehensive  benefits  (though  less 
comprehensive  than  Medicaid),  requires  enrol  lee  premium  payment  based  on  a 
sliding  scale  (from  $10  to  $50  per  family),  and  requires  a  modest  copayment 
for  office  visits,  emergency  visits  and  prescriptions.  All  uninsured  persons 
with  incomes  less  than  twice  the  federal  poverty  level  would  be  eligible.  The 
state  will  rely  on  competitive  bidding  by  managed  care  systems  to  control 
costs.  The  legislation  limits  the  size  of  the  plan  for  the  first  two  years  so 
that  experience  can  be  gained  on  critical  factors  such  as  enrollment,  use, 
cost  and  impact  on  other  programs.  After  two  years  of  operation  the 
Legislature  will  review  the  program  and  decide  its  future. 

A  third  related  initiative  is  to  expand  prepaid  Medicaid  contracts  with 
managed  care  systems.  This  policy  direction  is  being  pursued  in  a  number  of 
states.  One  county  in  Washington  has  been  successfully  converted  to 
prepayment  through  the  Blue  Shield  administrator.  Expansion  of  the  program 
into  other  counties  is  now  required  by  legislation.  It  is  probable  that  this 
expansion  will  include  the  same  managed  care  systems  and  geographically 
overlap  the  pilot  areas  of  the  health  insurance  plan. 

These  three  initiatives  begin  to  provide  a  "whole  cloth"  approach  to 
health  coverage  for  the  poor  and  low  income  people.  It  will  allow  all  people 
to  receive  their  care  from  one  managed  care  system  with  changing  financial 
support  and  variation  in  benefits  as  best  fit  their  economic  situation.  The 
notch  effect  of  the   loss  of  health  coverage  is  moved  substantially  up  the 
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economic  ladder  and  should  cease  to  be  a  major  disincentive  for  entering  the 
workforce  from  welfare.  When  people  have  no  resources  they  will  be  covered 
fully  by  Medicaid  with  no  financial  participation  required-  As  people  become 
able  to  enter  the  work  force  they  will  initially  have  full  Medicaid  coverage. 
As  their  income  increases,  Medicaid  coverage  will  continue  with  some  financial 
outlay  from  the  individual.  If  at  the  end  of  the  year  of  eligibility  they  are 
still  below  twice  the  poverty  level,  they  may  buy  into  the  state  subsidized 
insurance  plan.  Conversely,  for  those  low  income  workers  enrolled  in  the 
health  insurance  plan  who  lose  income,  the  entry  into  welfare  and  Medicaid 
will  not  necessarily  mean  loss  of  continuity  of  care.  They  may  convert  to 
Medicaid  payment  of  their  premium  and  continue  with  the  same  provider. 

There  are  a  variety  of  hurdles  to  overcome  before  the  program  is 
operational.  Washington's  Independence  Program  needs  supporting  Federal 
legislation.  The  capitated  Medicaid  programs  are  targeted  to  be  in  four  of 
the  state's  most  heavily  populated  counties  by  1989.  The  health  insurance 
plan  is  authorized  for  five  communities  in  1990,  and  a  number  of  significant 
questions  need  answers  before  it  can  expand  beyond  those  five  demonstration 
areas.  Areas  of  concern  include:  the  percentage  of  eligibles  who  will 
actually  enroll,  their  health  status,  their  use  of  services,  the  impact  on 
access  and  health  outcomes  for  the  low  income  population,  the  average  cost  of 
care,  the  ability  of  the  state  to  control  costs  and  to  buy  on  the  margin,  and 
the  effect  of  the  state  subsidy  on  the  employer  paid  group  insurance  of 
similar  low  income  people. 
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TARGETED  ENROLLMENT  TO  FORMER  AFDC  RECIPIENTS  AND  JOB  TRAINING  CLIENTS: 
MAINE 

by   Andrew  Coburn 

Maine's  job  training  programs  have  long  recognized  that  the  transition 
from  welfare  to  employment  is  made  substantially  more  difficult  by  the  lack,  of 
health  benefits  in  many  of  the  jobs  in  which  these  individuals  are  placed.  We 
know  that  fear  of  change  is  perhaps  the  strongest  predictor  of  long-term 
welfare  dependency.  For  those  on  AFDC,  the  prospects  of  losing  their  Medicaid 
eligibility  (even  with  the  Deficit  Reduction  Act  of  1984  extensions) 
represents  a  major  hurdle  to  even  considering  leaving  welfare.  For  those 
clients  leaving  AFDC  for  jobs  without  health  benefits,  the  transition  to 
employment  can  represent  a  substantial  financial  burden.  In  Maine,  60 
percent  of  all  AFDC  clients  in  the  state's  Welfare  Education  and  Employment 
Training  Program  who  are  placed  in  jobs  do  not  receive  health  benefits  in 
those  jobs.* 

The  extension  of  Medicaid  eligibility  for  former  AFDC  recipients  does  not 
appear  to  be  addressing  the  needs  of  this  uninsured  population.  In  Maine,  it 
is  estimated  that  only  5  percent  of  the  employed,  former  AFDC  clients  are 
receiving  extended  eligibility.  Although  the  reasons  are  not  entirely  clear, 
there  are  at  least  three  potential  explanations.  First,  some  clients  leaving 
AFDC  become  ineligible  because  they  earn  too  much.  Second,  some  earn  too 
little  and  continue  to  receive  regular  AFDC  payments.  Third,  and  more 
troubling,  some  clients  are  not  aware  of  their  eligibility  for  extended 
benefits.  In  some  cases,  employment  is  not  clearly  indicated  as  the  reason 
for  leaving  AFDC.  In  others,  eligibility  workers  fail  to  inform  clients  of 
the  extended  eligibility  option. 

Approximately  30  percent  of  all  job  training  clients  in  Maine  are  AFDC 
recipients  seeking  employment.  Displaced  workers — those  laid  off  because  of 
plan  closings — represent  another  significant  population  in  these  programs  for 
whom  the  lack  of  benefits  represents  a  significant  problem.  Many  of  these 
workers  tend  to  be  older  and  are,  therefore,  more  likely  to  have  health  care 
needs.  In  most  instances,  displaced  workers'  needs  for  insurance  coverage  are 
short  term. 

As  noted  in  Part  V,  Section  9  of  this  volume,  Maine's  insurance  plan 
demonstration  will  be  targeted  to  these  populations.  Our  approach  will  be  to 
integrate  the  plan's  marketing  and  eligibility  processes  with  the  state's 
existing  supported  work  programs  and  services.  Because  of  strong  interest  and 
recognized  need  on  the  part  of  these  programs,  we  are  confident  that  the 
insurance  plan  will  become  a  critical  supplement  to  the  broad  range  of 
existing  supportive  services  for  those  making  the  transition  to  employment. 


In  a  study  of  families  dropped  from  the  AFDC  program  because  of  the  1981 
Omnibus  Budget  Reconciliation  ACt  changes  in  the  AFDC  Drogram,  the  GAO 
(1985)  found,  that  50  percent  had  no  health  insurance.  In  a  similar  study 
in  Minnesota,  Moscovice  and  Davidson  (1986)  found  that  30  percent  of  those 
who  had  left  AFDC  because  of  the  1981  changes  lacked  health  insurance. 
The  latter  study  found  that  lack  of  health  insurance  was  a  critical  factor 
in  families'  decisions  to  return  to  the  AFDC  program. 
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The  demonstration  will  utilize  a  variety  of  mechanisms  for  marketing  the 
insurance  plan  to  these  target  groups.  The  state's  network  of  Welfare 
Education  and  Training  Programs  and  Job  Training  Partnership  Act  agencies  will 
be  important  partners  in  this  effort.  We  are  also  exploring  the  feasibility 
of  using  the  Medicaid  program's  Early  Periodic  Screening  Detection  and 
Treatment  Home  Visitor  Program  as  a  vehicle  for  education  and  marketing  to 
AFDC  recipients. 

There  are  a  number  of  issues  that  concern  us  as  we  approach  this  targeted 
enrollment  effort.  First,  we  will  be  looking  to  implement  these  efforts  in 
such  a  way  as  to  balance  the  incentives  for  clients  to  search  for  jobs  which 
provide  benefits  with  the  obvious  problems  and  needs  which  these  clients  have 
in  becoming  employed.  A  second  issue  concerns  the  potential  disincentives 
that  subsidies  to  individuals  may  create  for  businesses  to  purchase  insurance 
for  their  employees.  The  premium  subsidies  in  this  plan  are  designed  to 
provide  individuals  with  short-term,  transitional  support  to  enable  them  to 
move  into  jobs  which  provide  health  benefits.  Once  individuals  are  placed  in 
these  jobs,  we  plan  to  work  very  hard  with  the  businesses  to  encourage  them  to 
contribute  toward  the  premium  costs  of  their  employees.  Initially,  businesses 
may  only  be  able  to  afford  partial  contributions.  As  the  business  grows, 
however,  we  would  expect  the  business  to  assume  proportionally  greater 
responsibility  for  premiums. 
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MICHIGAN'S  STRATEGY  FOR  EXTENDING  HEALTH  CARE  COVERAGE 
by    Vernon  Smith 

In  Michigan,  there  over  a  million  uninsured,  about  11  percent  of  the 
population. 

Health  care  for  the  uninsured  is  an  issue  that  has  risen  to  the  surface 
and  is  certain  to  receive  very  high  priority  attention  over  the  next  couple  of 
years. 

I  am  just  a  spokesman  today  for  a  large  group  of  people  within  and  without 
state  government  in  Michigan  who  are  interested  in  doing  something  about  this 
issue.  I  think  it's  worthwhile  to  call  your  attention  to  the  fact  that  in 
this  room  there  are  a  dozen  people  representing  a  broad  coalition  dedicated  to 
do  something  about  the  issue.  Let  me  just  enumerate:  from  the  League  for 
Human  Services,  Bev  McDonald  and  Bill  Fairgrieve;  from  Management  Budget  and 
our  Office  of  Health  and  Medical  Affairs,  Patience  Drake  and  Nancy  Fasano; 
from  the  Insurance  Bureau,  Carol  Scherer  and  Bob  Stampfly;  from  the  Michigan 
Legal  Services,  Kathy  Gmeiner;  from  my  staff,  the  Medicaid  Program,  Vivian 
Roeder;  The  Office  of  Governor  Blanchard  is  represented  by  Libby  Richards; 
from  the  Health  Department,  Pam  Shaheen;  from  the  Hospital  Association,  Dave 
Smith;  and  from  the  Greater  Detroit  Area  Health  Council,  Lucille  Smith.  I 
take  the  time  to  say  this  because  I  think  it's  important  to  emphasize  that  to 
get  things  done  it  takes  a  commitment  from  a  broad  range  of  people. 

A  number  of  approaches  are  underway.  As  many  people  have  said,  there's  no 
single  solution  to  the  problem. 

First,  we're  looking  at  our  Resident  County  Hospital  and  General 
Assistance  Programs  in  depth.  Some  changes  in  the  law  have  been  accomplished 
recently. 

Other  changes  are  also  in  the  works.  A  major  effort,  which  will  be 
underway  over  the  next  couple  of  years,  will  address  the  issue  of  the 
uninsured  through  a  comprehensive  study.  We  are  also  planning  for  a  pilot 
project  in  at  least  two  regions  of  the  state  funded  by  the  Robert  Wood  Johnson 
Foundation.  This  project  will  look  specifically  at  the  issue  of  providing 
health  insurance  for  public  assistance  recipients  who  are  leaving  assistance, 
by  reason  of  employment. 

One  statistic  has  stood  out  in  our  planning — the  enormous  number  of 
employed  former  public  assistance  recipients  without  health  insurance.  When 
people  leave  public  assistance  to  get  a  job,  half  of  them  in  Michigan  (we  just 
heard  60  percent  in  Maine)  take  jobs  that  do  not  include  health  insurance.  Of 
those  who  leave  public  assistance  to  take  jobs  and  then  lose  or  leave  those 
jobs,  80  percent  were  in  jobs  which  did  not  include  health  insurance. 

So  this  broad  coalition  of  people  in  Michigan  has  put  together  a  Droposal 
to  look  specifically  at  what  we  see  as  the  highest  priority  group  of  the 
uninsured,  and  that's  low-income,  indigent  people  who  find  jobs  and  are  able 
to  leave  general  assistance. 

The  approach  is  very  straightforward.  We  hope  to  have  two  pilot  counties, 
an  urban  and  a  rural  county,  in  which  we  will  have  created  a  case  managed, 
possibly  capitated  system,  which  will  provide  a  comprehensive  package  of 
benefits,  including  both  ambulatory  and  inpatient  services. 
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The  site  selection  criteria  haven't  been  established  completely,  but  we 
expect  they  will  be  counties  which  already  have  a  commitment  to  a  County 
Hospital  Program.  There  are  30  counties  in  the  state  that  don't  have  any  such 
programs,  and  the  state  general  assistance  program  exists  already.  [Editor's 
Note:  The  pilot  areas  have  now  been  chosen:  Gennesse  County,  the  Flint  urban 
area;  and  the  rural  area  of  Marquette  and  Delta  Counties.] 

We've  called  this  a  one-third  share  plan  because  we  expect  it  to  be 
financed  approximately  one-third  by  the  employee,  approximately  one-third  by 
the  employer,  and  approximately  one-third  by  state  government  from  a  fund 
known  as  the  "Last  Resort  Fund."  The  Last  Resort  Fund  is  composed  of 
government  funds  which  previously  had  been  committed  by  the  state  through  the 
General  Assistance  Medical  Program  and  by  the  counties  through  the  Resident 
County  Hospital  Program. 

The  population  target  for  the  plan  is  all  those  in  the  target  counties  who 
are  currently  receiving  general  assistance  (that  is  to  say,  they  are  not 
receiving  Medicaid  and  have  no  other  forms  of  insurance)  and  specifically, 
those  who  leave  general  assistance  or  AFDC  to  take  a  job.  When  the  extension 
of  Medicaid  benefits  expires  for  AFDC  recipients,  this  plan  will  then  be 
available.  We  see  the  total  package  costing  possibly  around  $50  a  month,  so 
that  each  one-third  share  would  be  approximately  $17. 

A  lot  of  issues  have  yet  to  be  resolved.  A  major  one  is,  How  can  you 
offer  this  plan  to  an  employee  who  takes  a  job  and  then  finds  himself  working 
in  a  business  with  a  half  a  dozen  people  who  would  like  to  buy  into  this  as 
well?  The  ERISA  issue  is  something  which  those  of  us  who  haven't  been 
familiar  with  insurance  law  in  the  past  are  rapidly  coming  to  find  is  going  to 
be  a  formidable  constraint  on  some  of  the  things  which  we're  able  to  do. 

Others  are:  Will  small  marginal  employers  buy  into  this?  Will  the 
insurance  industry  accept  us  as  competitor  or  as  companion  in  this  field? 
Will  employers  tend  to  drop  existing  insurance?  Will  low-income  wage  earners 
elect  to  buy  into  the  system?  Will  the  provider  network  take  on  this 
population  at  a  relatively  deep  discount?  What  will  the  political  support  be 
for  this  kind  of  an  approach?  Will  there  be  savings  to  the  states  in  terms  of 
reductions  of  public  assistance  costs  because  people  continue  to  stay  employed 
and  don't  fall  back  on  public  assistance? 

We  think  we're  on  the  threshold  of  a  couple  years  which  hold  a  lot  of 
promise  for  Michigan  in  finding  a  way  to  address  the  problem  in  the  unique  way 
that  we  find  it  there. 
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PART  VI 

COORDINATING  WITH  EXISTING 
PRIVATE  AND  PUBLIC  POLICIES 


1 .     FRAMEWORK  AND  ANALYSIS 
by   Gary  Claxton 

Programs  targeted  to  the  uninsured  will  not  exist  in  a  vacuum,  and  should 
be  designed  to  fit  into  the  existing  system  of  private  and  public  insurance. 
Those  developing  programs  for  the  uninsured  should  consider  how  their  efforts 
can  best  be  coordinated  with  these  existing  insurance  programs. 

Perhaps  the  biggest  concern  in  this  regard  is  that  programs  developed  for 
the  uninsured  may  begin  to  draw  business  from  the  private  insurance  market. 
Since  many  of  the  programs  under  consideration  rely  on  state  subsidies  or 
special  provider  discounts  for  serving  the  uninsured  population,  private 
insurers  would  be  at  an  inherent  disadvantage  if  forced  to  compete  with  these 
programs.  Further,  states  and  providers  providing  the  subsidies  to  these 
programs  would  not  wish  to  subsidize  businesses  and  individuals  who  can 
already  afford  existing  coverages. 

Several  of  the  state  and  coalition  proposals  have  designed  their  programs 
to  prevent  business  and  individuals  from  terminating  existing  coverage  to  join 
the  program  for  the  uninsured.  For  example,  the  program  under  consideration 
in  Florida  would  prohibit  employers  from  joining  the  program  if  they  have 
offered  coverage  to  their  employers  in  the  previous  six  months.  The  proposal 
from  Intermountai n  Health  Care  in  Utah  has  a  similar  provision,  excluding  from 
the  plan  employers  who  have  offered  coverage  in  the  previous  two  years.  The 
sliding  fee  schedule  developed  for  the  Basic  Health  Plan  proposal  in  the  state 
of  Washington  was  designed  not  create  economic  incentives  for  individuals  to 
disenroll  from  plans  sponsored  by  their  employers. 

The  coordination  issues  with  public  programs  are  quite  different.  While 
efforts  to  provide  coverage  to  the  uninsured  will  not  "compete"  with  Medicaid 
or  other  state  operated  indigent  care  programs,  states  which  make  a  decision 
to  heavily  subsidize  a  program  for  the  uninsured  should  explore  whether  some 
of  the  population  could  be  more  cheaply  covered  through  Medicaid  expansion. 
Second,  for  former  Medicaid  recipients  who  leave  assistance  for  low  income 
employment,  programs  for  the  uninsured  may  provide  an  affordable  option  for 
health  insurance.  Programs  developed  for  the  uninsured  could  coordinate 
marketing  with  state  job  placement  programs.  This  is  being  considered  in  the 
states  of  Michigan  and  Maine,  as  discussed  in  the  previous  section. 

The  restriction  and  opportunities  presented  to  states  by  federal  policies 
in  this  area  are  often  elusive  or  confusing.  Insurance  programs  for  the 
uninsured  lie  at  the  crossroads  between  traditional  state  and  federal 
responsibility.  Regulation  of  the  business  of  insurance  historically  has  been 
a  state  responsibility:  a  concept  that  was  reinforced  by  passage  of  the 
McCarron-Ferguson  Act  in  1945.  The  federal  government,  on  the  other  hand, 
plays  a  very  major  role  in  providing  health  care  to  the  poor,  disabled  and 
elderly.  Although  a  number  of  states  are  presently  taking  the  lead  on  this 
issue,  there  continues  to  be  interest  by  some  members  of  Congress  in  federal 
remedies  or  solutions.  Bills  to  mandate  employer  coverage  of  employees  and 
dependents  may  receive  serious  consideration  this  year  or  next.  There  also  is 
significant  interest  in  Congress  in  legislation  to  encourage  state  risk  pools 
for  the  uninsured.  Additionally,  the  current  interest  in  catastrophic  acute 
care  for  the  elderly  has  stimulated  interest  in  how  the  federal  government  can 
encourage  states  or  employer  programs  to  provide  catastrophic  acute  care 
coverage  for  those  under  65  years  of  age. 
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There  are  presently  several  federal  laws  which  regulate  insurance.  The 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA)  and  the  Consolidate 
Omnibus  Budget  Reconciliation  Act  of  1985  (COBRA)  are  the  most  important. 


a.  ERISA 

The  Employee  Retirement  Income  Security  Act  of  1974  (ERISA)  is  the  most 
significant  federal  intrusion  into  private  insurance  regulation.  ERISA 
exempts  companies  that  self  insure  their  health  benefits  from  virtually  all 
state  regulation.  The  implications  of  these  ERISA  policies  in  the  current 
insurance  marketplace  is  enormous:  over  40  percent  of  employees  with 
employer-sponsored  health  insurance  are  covered  by  self-funded  plans.1 

ERISA  has  generated  a  storm  of  controversy,  and  its  effects  on  the 
insurance  industry,  state  budgets,  and  employee  welfare  have  been  widely 
debated.  Its  implications  for  efforts  to  facilitate  coverage  for  the 
uninsured  are  less  well  understood,  however,  because  there  is  no  consensus  on 
its  approach  to  the  problem.  Several  things  do  seem  clear.  States  cannot 
require  self-funding  employers  to  offer  minimum  levels  of  benefits  or  to  offer 
coverage  to  workers,  dependents  or  other  related  persons.  States  also  cannot 
tax  self-funded  benefit  plans  to  fund  programs  for  the  uninsured. 

This  last  constraint,  the  inability  to  tax  self-funded  benefit  plans,  has 
been  a  source  of  debate  in  relation  to  state  risk  pool  legislation.  Risk 
pools,  which  are  discussed  in  Part  VII,  provide  insurance  to  individuals  who 
cannot  get  coverage  from  private  insurers  because  of  serious  or  chronic  health 
problems.  Losses  suffered  by  risk  pools  are  often  financed  through 
assessments  on  the  commercial  insurers  (including  Blue  Cross  and  Blue  Shield 
Plans)  doing  business  in  the  state.  Insurers  and  the  businesses  who  buy 
insurance  argue  that  it  is  unfair  to  make  them  bear  the  cost  of  subsidizing 
uninsurable  individuals  if  self-funded  benefit  plans  are  not  similarly 
assessed . 

Many  risk  pool  advocates  believe  that  more  states  would  create  risk  pools 
if  ERISA  did  not  prevent  states  from  including  self-funded  benefit  plans  in 
risk  pool  assessments.  However,  most  states  with  risk  pools  offset  such 
assessments  against  insurer  premium  and  business  taxes,  so  insurers  who  pay 
such  taxes  and  policyholders  do  not  actually  bear  the  full  cost  of  subidizing 
the  pool.  It  should  also  be  noted  that  states  could  fund  risk  pools  in  other 
ways,  such  as  with  state  general  funds  (e.g.,  Illinois)  or  with  a  payroll  tax 
or  a  provider  tax,  which  would  require  self-funding  employers  to  contribute 
equally  with  other  employers. 

ERISA  also  apparently  prevents  a  state  from  directly  mandating  employers 
to  provide  health  coverage.  Since  ERISA  preempts  state  regulation  of 
noninsured  employee  welfare  plans,  it  would  seem  that  a  state  could  not 
mandate  the  existence  of  such  plans  nor  prescribe  the  minimum  benefits  that 
such  employers  must  offer  to  employees.  Indeed,  when  ERISA  was  enacted  an 
exception  was  included  for  a  preexisting  Hawaii  law  requiring  most  employers 
to  offer  health  benefits  to  employees.  Hawaii  is  the  only  state  with  such  a 
requirement  in  place;  Massachusetts  officials  are  interested  in  pursuing  a 
simi lar  pol i cy. 
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b.  COBRA 


The  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985  (COBRA) 
essentially  requires  most  employers  to  offer  certain  persons  an  opportunity  to 
continue  their  group  health  coverage  expense  for  a  limited  time  after  they 
become  ineligible  under  the  employer's  plan.  The  person  must  pay  the  total 
premium  (employer  and  employee  share)  plus  2  percent  for  administrative 
expenses.  Employers  who  fail  to  comply  cannot  deduct  any  expenses  related  to 
their  group  health  plan. 

Divorced,  legally  separated  or  widowed  spouses  and  their  dependents, 
people  (and  their  dependents)  whose  spouses  become  Medicare  eligible,  and 
dependents  who  cease  to  be  dependents  under  the  plan  must  be  offered  36  months 
of  coverage.  Employees  whose  jobs  were  terminated  (except  for  gross 
misconduct)  and  employees  whose  eligibility  for  coverage  ended  because  of 
reduced  hours  must  be  offered  18  months  of  coverage. 


ENDNOTES 


1.  Intergovernmental  Health  Policy  Project,  "ERISA  and  the  States,"  Focus  On 
(George  Washington  University,  Washington,  D.C.,  March  1986). 


-159- 


2.    COORDINATION  ISSUES  IN  THE  STATE  OF  WASHINGTON 


by    Robert  Crittenden 


We  in  the  State  of  Washington  have  put  a  lot  of  thought  into  the 
coordination  of  existing  public  and  private  insurance.  I  don't  know  if  we've 
solved  the  problem  entirely,  but  we  did  think  of  some  mechanisms.  (I  am  sure 
there  are  others  also  that  are  probably  very  usable.) 

The  basic  objective  as  far  as  I  can  see  in  this  coordination  is  to  define 
what  our  overall  goals  are,  identify  how  existing  programs  can  best  complement 
one  another,  and  fill  in  the  gaps  without  causing  substitution. 

The  goals  that  we  saw  as  most  important  in  reaching  our  objective  were 
that  we:  make  a  program  that's  affordable,  maximize  enrollment,  don't 
encourage  any  privately  insured  people  to  switch  to  the  state  subsidy, 
maximize  personal  financial  participation  or  contributions,  maximize  federal 
financial  participation,  maintain  our  focus  on  the  low-income  uninsured. 

With  those  as  our  goals,  we  set  in  motion  a  two-stage  process:  We  looked 
at  Medicaid  first  and  then  went  into  the  insured  population.  I  will  follow 
the  same  pattern  here. 

Medi  caid 

Coordination  with  Medicaid,  from  our  point  of  view,  appeared  relatively 
complicated.  But  I  think  after  we  had  finished  we  felt  it  was  simple  by 
comparison  with  the  rest  of  the  privately  insured  population. 

Our  focus  was  on  the  population  below  our  medically  needy  income  level  of 
133  percent  of  poverty.  We  were  below  that  for  most  family  sizes.  We  felt 
this  was  our  high  priority  target  population,  about  600,000  people.  This 
group  is  70  percent  uninsured,  90  percent  have  some  income;  and  over  50 
percent  are  connected  with  the  work  force. 

Simply  stated,  we  recommended  expanding  Medicaid  eligibility  for  the 
medically  needy,  with  an  eye  to  two  different  areas,  the  AFDC  and  other  kids 
and  the  aged,  disabled,  medically  indigent  population. 

As  mentioned  earlier,  it's  not  a  politically  exciting  area.  Politicians 
have  been  loathe  to  step  in  that  direction,  yet  I  think  every  study  group 
we've  had  over  the  years  has  recommended  such  an  expansion. 

Our  state  has  a  52  percent  federal  matching  rate  for  Medicaid.  That 
amounts  to  about  $15  million  per  year.  We  then  looked  at  coverage,  if  we 
left  the  coverage  of  people  in  Medicaid  alone,  the  cost  would  be  only  $.8 
million  to  include  the  additional  people.  If  we  added  in  the  basic  health 
plan,  the  state  cost  would  be  $1.2— more  benefits,  greater  cost.  If  we  did 
not  expand  the  Medicaid  medically  needy  program  and  these  people  enrolled  in  a 
basic  health  plan,  it  would  cost  the  state  $2.4  million.  For  this  reason  we 
felt  it  was  important,  as  an  adjunct  to  our  plan,  that  we  recommend  the 
medically  needy  expansion. 

How  do  we  involve  expansion  of  the  medically  needy  with  the  basic  health 
plan?    We  make  AFDC  eligible  those  people  who  have  the  option  to  enroll   in  the 
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Basic  Health  Plan  (BHP) .  All  eligible  applicants  are  enrolled  in  the  BHP 
initially.  If  they  appear  to  be  eligible  for  Medicaid  they  will  be  required 
within  30  days  to  complete  a  Medicaid  application.  The  cost  of  AFDC  right  now 
is  in  the  area  of  $60  a  month  for  our  state.  Our  projected  cost  of  the  basic 
health  plan  is  $50  to  $70  a  month,  depending  on  the  program  you  use. 

People  who  turn  out,  in  fact,  to  be  Medicaid  eligible  then  would  be  funded 
by  Medicaid  back  to  the  BHP. 

There  would  be  continuing  eligibility  for  three  to  six  months — continuing 
eligibility  would  be  determined  by  the  Department  of  Medical  Assistance.  We 
felt  it  important  that  the  Department  of  Social  Health  Services  be  committed 
to  supporting  a  person  for  at  least  six  months.  (The  statistics  indicate  that 
they  should  be  in  for  a  year  or  two  years.  However,  we  don't  have  that 
option. ) 

One  of  our  thoughts  would  be  to  make  persons  eligibile  for  a  year  and  to 
guarantee  that  enrollment  period  out  of  the  BHP  itself.  If  a  person  became 
ineligible  for  Medicaid  during  that  time,  the  patient  could  then  switch  right 
over  to  the  basic  health  plan.  We  felt  that  people  would  want  continuity  of 
provi  der . 

We  also  felt  it  important  that  people  could  go  in  and  out  of  different 
payment  programs,  yet  stay  within  the  same  provider  group.  One  of  the  ways  of 
doing  this  is  for  Medicaid  and  the  BHP  to  develop  parallel  capitation  plans  in 
the  same  areas. 

The  Insured  Population 

The  interaction  with  the  insured  population  was  a  more  difficult  problem. 
The  insured  population  is  a  major  group  in  our  state.  We  found  about  15 
percent  of  our  people  below  poverty  had  private  insurance.  More  dangerous,  of 
all  the  people  under  200  percent  of  poverty,  about  a  half  million  people  are 
insured,  versus  only  400,000  who  are  uninsured.  So  we  are  at  risk  of 
substantial  substitution.  This  is  not  lost  on  members  of  the  Commission  or  on 
the  politicians  involved. 

We  felt  that  the  transfer  of  coverage  could  be  modified  somewhat  by 
differentiating  the  work  force  into  those  above  and  those  below  200  percent  of 
poverty.  But  for  those  contractors  who  hire  only  people  in  certain  economic 
groups,  like  janitors,  that  inhibitor  would  have  little  effect.  We  also  felt 
that  some  people  would  stay  with  the  insurance  they  already  had  for  the 
reasons  that  motivated  them  to  buy  it—factors  like  dependent  coverage,  out  of 
pocket  expenses,  as  well  as  the  structure  of  the  program.  Finally,  the  need 
for  employee  goodwill  would  act  as  an  incentive  for  employers  who  have  health 
insurance  to  continue  to  provide  the  benefit  to  encourage  their  employees  to 
stay  with  the  same  employer.  But  if  there's  a  large  state  subsidy  there  is  no 
doubt  that  it  would  be  a  very  strong  incentive  to  drop  that  insurance,  and 
ERISA  limits  any  mandatory  coverage  by  employers. 

The  real  problem  with  the  whole  plan,  really,  is  that  if  we  have  an  influx 
of  people  out  of  their  own  insurance  into  the  state  subsidy,  it  will  be 
politically  unacceptable  and  that  may  be  the  end  of  the  program.  It's  a  very 
sensitive  issue,  and  I  think  that  at  least  there  will  be  more  constraining 
mechanisms  built  explicitly  into  it.  We  wrote  the  bill  so  that  the  Board  that 
will  control  the  BHP  will  have  a  lot  of  flexibility.  This  will  be  a  major 
issue  when  the  results  of  the  first  year  or  two  of  operation  are  examined. 
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3.  DISCUSSION 


RICHARD  CURTIS:  You  mentioned  the  link  back  to  the  medically  needy 
program.  Many  people  who  qualify  for  medically  needy  programs  in  fact  have 
incurred  very,  very  substantial  costs  which  have  substantially  reduced  their 
incomes.  What  we  show  for  your  state  is  a  protected  income  level  for  the 
medically  needy  family  of  three  at  72.6  percent  of  the  poverty  level  (which  by 
the  way  is  substantially  higher  than  the  average  state).  Has  there  any 
discussion  of  whether  or  not  it  might  be  more  appropriate  to  provide  better 
protection  to  those  whose  incomes  are  substantially  above  that  spend-down 
level?  Are  you  assuming  that  the  current  medically  needy  caseload  would 
continue  to  be  funded  by  Medicaid?  Or  are  you  assuming  that  many  of  them 
would  be  picked  up  under  your  new  program  before  they  ever  had  to  spend  down? 

ROBERT  CRITTENDEN:  There  are  two  issues.  One  is  the  people  who  are  in 
that  gap  between  the  present  levels  and  the  proposed  level  of  133  percent. 
Those  people  have  already  spent  down  and  are  already  in  the  medically  needy 
program.  The  62,000  people  being  talked  about — the  incremental  amount — are 
actually  people  who  then  would  be  within  reach  of  spend-down,  which  is  the 
other  group.  Those  people,  if  you  look  at  spending  down  versus  joining  the 
BHP,  basically  do  much  better  joining  the  BHP.  There's  a  small  segment  who 
would  do  better  spending  down  than  just  joining  up  straight  away.  We're 
writing  the  bill  so  that  those  people  who  want  to  buy  a  BHP  but  who  are  above 
that  133  percent  don't  have  to  spend  down  to  buy  in,  and  that's  a  revenue  loss 
from  our  point  of  view. 

MARK  MERLIS:  One  minor  related  factor  is  that  it  might  be  possible  to 
structure  a  program  so  that  premiums  paid  will  count  as  incurred  expenses  for 
the  purpose  of  spend-down. 

ROBERT  CRITTENDEN:  Right.  We  did  calculate  that  out.  But  as  I  said, 
there  was  only  a  small  group  of  people  involved;  it  did  not  make  much 
difference  because  the  premiums  are  so  small  for  those  people,  $10  a  month. 
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4.  PUBLIC/PRIVATE  COORDINATION  ISSUES  FROM  THE  INSURANCE  MARKET  PERSPECTIVE 
by    Karen  Hi  1 1 iams 

Several  issues  are  important  in  discussing  the  coordination  of  public  and 
private  coverage.  First,  the  dividing  line  between  public  and  private  is  very 
complicated,  partly  because  the  roles  and  responsibilities  of  each  are 
unclear.  Clarity  is  lacking  because  we  tend  to  mix  our  target  populations  and 
our  purposes  when  we  talk  about  helping  the  uninsured. 

If  you  are  trying  to  provide  voluntary  insurance  coverage  to  healthy 
people  against  a  normal  risk  of  getting  ill,  then  you  have  to  bear  in  mind  the 
rules  of  the  insurance  marketplace.  You  ignore  them  at  your  financial  and 
political  peril. 

If,  instead,  you're  trying  to  provide  medical  care  for  those  people  who 
are  too  sick  to  be  insurable  but  not  disabled  enough  to  qualify  under  regular 
government  disability  programs,  then  you  aren't  really  offering  insurance. 
Rather,  you  are  designing  a  public  program  of  prepayment  for  expected  medical 
expenditures  for  those  who  aren't  quite  needy  enough  to  be  entitled  but  really 
are  not  insurable. 

If  access  to  care  for  the  poor  is  your  primary  purpose,  I  think  your 
strategies  have  to  include  Medicaid  expansions.  You  have  to  wrestle  with 
subsidies  in  order  to  provide  care  or  coverage  to  people  who  don't  have  enough 
money  to  take  advantage  of  the  insurance  products  and  medical  services  readily 
available  in  the  private  marketplace.  You  may  choose  to  directly  subsidize 
individuals  for  insurance  coverage  or,  if  there's  not  enough  money  to  go 
around,  by  indirectly  subsidizing  access  via  those  providers  who  provide 
charity  care. 

Even  if  you're  willing  to  do  the  best  thing  in  terms  of  continuity  of  care 
for  the  population  that  is  not  insured,  that  is  to  take  the  coverage  approach, 
purposes  and  priorities  are  easily  garbled.  For  example,  consider  what 
happens  if  you  make  available  a  catastrophic  benefit  that  is  inpatient  and 
outpatient  coverage,  which  begins  after  high  out-of-pocket  payments.  Such 
coverage  is  more  affordable  for  low-income  workers  and  their  employees, 
particularly  if  combined  with  state  subsidies.  But  catastrophic  coverage  may 
not  be  what  the  uninsured  need  or  what  they  and  their  employers  are  willing  to 
pay  for,  because  that  kind  of  coverage  doesn't  meet  any  of  the  other  agendas 
that  we  just  talked  about.  Catastrophic  coverage  may  not  guarantee  much 
better  access  to  providers.  And  typical  limits  of  $2,000  out  of  pocket  may 
not  protect  a  family  with  $10,000  or  less  income  from  financial  disaster  on 
their  terms. 

Although  a  catastrophic-only  benefit  is  the  most  affordable  benefit,  it 
may  actually  benefit  the  provider  more  than  it  does  the  uninsured.  If  that's 
the  end  result,  you  may  want  to  go  back  a  couple  of  steps.  If  reimbursement 
of  large  inpatient  bills  is  all  you  can  afford,  a  more  direct  approach  sucn  as 
uncompensated  care  pools  may  be  a  better  strategy. 

I  do  not  want  to  debate  today  whether  national  health  insurance  or  state 
health  insurance  is  a  better  strategy  than  the  private  market  for  covering  the 
population.  But  there  are  some  premises  I  would  like  to  state  about  the 
advantages  of  the  private  market.  It  is  a  voluntary,  self-funded  activity 
that  doesn't  rely  on  generating  state  revenues  and  the  whole  political  process 
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that  many  of  you  face  in  funding  Medicaid.  Also,  the  range  of  both  the  dollar 
contributions  and  the  benefit  packages  is  wider  than  you  would  get  in  a 
government  program. 

I  must  also  point  out  some  of  the  objections  insurers  may  have  as  they 
look  at  the  projects  that  you  are  undertaking.  Such  objections  naturally  come 
if  a  state  does  something  that  insurers  are  prohibited  from  doing—either  for 
those  firms  and  individuals  who  are  now  uninsured  or,  even  more  disturbing, 
for  current  business  clients  who  might  convert  to  the  public  program.  Let  me 
itemize  a  couple  of  shortcuts  that  a  public  or  psuedo-i nsurer  could  take  that 
might  give  you  an  unfair  competition  position  relative  to  the  private  sector. 

The  first  such  shortcut  occurs  if  the  state  launches  an  insurance-type 
product  that  in  effect  violates  sound  insurance  principles.  If  a  product  is 
offered  that's  really  not  viable  because  it's  underpriced,  underfunded, 
doesn't  have  adequate  reserves,  or  isn't  properly  and  consistently 
underwritten,  the  state  sponsors  are  vulnerable  to  adverse  selection.  The 
effects  are  that  the  private  sector  loses  business  in  the  short  run,  and  the 
state  loses  its  shirt  in  the  long  run.  If  you're  going  to  offer  insurance, 
you  must  be  cognizant  of  the  marketplace  rules  that  have  evolved  over  time. 

The  second  shortcut  occurs  if  the  state  program  circumvents  state  laws 
that  insurers  have  to  follow.  One  could  argue  about  the  merits  of  state 
mandated  benefit  laws,  and  we  do.  Based  on  some  preliminary  research  results, 
the  most  expensive  of  the  mandated  benefits  turns  out  to  be  the  continuation 
of  benefits.  The  presence  of  a  continuation  mandate  appears  to  discourage 
small  employers  from  offering  health  coverage  at  all.  If  you  do  circumvent 
state  benefit  laws  we  may  be  able  to  better  argue  that  we  didn't  need  some  of 
those  laws  in  the  first  place,  and  that  without  them  the  private  market  can  do 
a  better  job  in  reaching  the  currently  uninsured.  That  would  be  a  nice 
lesson;  but  in  the  meantime  insurers  risk  loss  of  market  share  with  no  promise 
that  when  the  lesson  is  learned  the  state  laws  or  the  state's  insurance 
program  will  be  repealed. 

A  third  shortcut  is  one  where  you're  able  to  piggy-back  on  state 
legislative  mandates  that  aren't  available  to  the  private  sector.  These 
include  adoption  of  Medicaid  provider  discounts,  using  an  enrollment  office 
instead  of  a  marketing  mechanism  and  primary  care  case  management,  sucn  as 
lock-ins,  to  a  degree  that  we  have  not  been  able  to  do  in  the  private  sector. 
The  most  troublesome  of  these  is  the  hospital  provider  discounts.  Everybody 
can't  buy  hospital  services  at  marginal  cost.  Something  has  to  give,  and  it's 
either  private  patient's  charges,  the  hospital's  profit  margin,  or  the  state's 
di  scount. 

The  last  shortcut  is  one  that  brings  new  money  via  subsidies  into  the 
marketplace.  You  should  expect  some  resistance  to  subsidies  or  vouchers  if 
they  are  available  only  for  public  sector  coverage  and  don't  enable  the 
working  low-income  population  and  their  dependents  to  use  the  subsidy  in  the 
private  marketplace. 

In  order  to  anticipate  these  concerns  and  to  understand  the  marketplace 
with  which  your  project  will  interact,  I  encourage  you  to  contact  insurers  and 
others  in  the  private  sector.  You  may  find  them  invaluable  technicians  as  you 
design  your  insurance  program.  You  may  also  want  to  consider  tradeoffs  in 
terms  of  administering  your  own  program  versus  contracting  parts  of  it  out  to 
the  private  sector. 
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Other  ways  to  minimize  substituting  public  coverage  for  existing  private 
coverage  and  to  avoid  head-to-head  competition  occurred  to  some  of  us  after 
reviewing  the  Robert  Wood  Johnson  grant  applications.  You  might  choose  a 
conservative  course  for  political  reasons  or  simply  to  start  out  smaller  and 
safer  fiscally.  These  strategies  include:  opening  your  coverage  only  to 
firms  or  individuals  that  have  gone  without  coverage  for  some  period  of  time, 
for  example,  twelve  months  or  two  years;  or  targeting  (even  restricting) 
enrollment  to  low-income  individuals,  firms  that  have  predominantly  low-wage 
workers,  or  firms  that  are  only  marginally  profitable. 

My  final  point  is  that  the  providers  and  the  insurance  industry  are  very 
much  interested  in  solving  the  triple  problems  of  the  uninsured,  the 
uninsurable  and  uncompensated  care.  Why?  The  cost  shifting  problem  faced  by 
providers  and  insurers  remains  substantial  at  between  $5  and  $6  billion  a 
year.  Both  industries  fear  new  kinds  of  regulatory  oversight  of  the  services 
they  provide  due  to  shortcomings  of  the  free  market.  And  certainly  both 
industries  want  to  avoid  fueling  debates  about  national  health  insurance. 

Commercial  insurers  have  accepted  public  programs  such  as  Medicare  and 
Medicaid  for  nonmarkets.  We're  more  than  a  little  uncomfortable,  obviously, 
with  public  competitors  for  what  are  thriving  private  markets.  The  difficulty 
is  that  we  can't  clearly  tell  where  those  lines  are  drawn  for  the  uninsured 
population.  So  our  policy  to  date  has  been  to  support  Medicaid  expansions  for 
the  truly  poor,  to  permit  the  near  poor  to  buy-in  to  Medicaid  on  a  sliding 
scale,  and  to  explore  subsidies  that  could  also  be  used  in  the  private  sector. 
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5.  DISCUSSION 


MICHAEL  STAPLEY:  As  you  have  heard  me  emphasize,  I  think  it  is  important 
that  we  play  by  the  traditional  rules  of  insurance.  It  is  not  my  intent  to 
reiterate  what  those  are;  however,  I  feel  that  time  has  proven  these  rules  to 
be  effective  in  insuring  the  long-term  viability  of  insurance  programs.  We 
cannot  expect  to  violate  these  rules  and  be  successful.  Another  important 
point  is  to  remember  there  are  many  different  problems  that  are  included 
within  the  umbrella  of  the  uninsured.  Two  specific  ones  which  we  have 
discussed  are  1)  the  working  uninsured  who  do  not  qualify  for  Medicaid  or 
other  publicly  funded  programs  and  2)  the  uninsurable  who  cannot  qualify  for 
insurance  because  of  excessive  health  risk.  I  believe  it  is  important  to 
consider  solutions  to  these  two  problems  separately.  We  must  not 
automatically  assume  that  a  solution  to  one  problem  applies  to  the  other. 

GARY  CLAXTON:  Very  quickly,  one  thing  that  hasn't  really  come  up  in  the 
debate,  the  extent  that  the  program  that  is  being  created  has  discounts  of 
some  kind  that  are  special  or  some  sort  of  state  subsidy,  you've  got  to 
address  an  equity  issue.  If  Employer  A,  which  is  a  struggling  employer,  has 
been  providing  coverage,  and  Employer  B,  an  equally  struggling  employer  hasn't 
been,  you  are  subsidizing  the  one  who  has  not  been  trying.  Is  that  what 
you' re  trying  to  do? 

MR.  STAPLEY:    I  think  that's  a  good  point. 
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6.    THE  IMPACT  OF  FEDERAL  ERISA  AND  COBRA  PROVISIONS 
by    Linda  Lanam 

[Editor's  Note:  In  addition  to  the  following  narrative,  further 
discussion  of  the  effects  of  ERISA  and  other  Federal  legislation  can  be  found 
in  John  Polk's  presentation  in  Part  IV  and  in  John  Washburn's  presentation  in 
Part  V  of  this  book.] 


National  health  insurance  does  not  exist.  And  perhaps  in  most  cases 
should  not  exist.  But  the  magic  bullet  that  was  originally  conceived — that 
the  private  sector  was  either  going  to  produce  enough  jobs  for  everybody  so 
that  they  all  would  be  covered  by  growing  group  health  insurance  mechanisms  or 
that  the  Federal  Government  would  be  able  to  continue  through  tax  mechanisms 
to  subsidize  insurance  coverage  for  certain  people  under  the  Medicaid  and 
Medicaid  programs—didn't  materialize  either.  So  now  we  don't  have  national 
health  insurance  and  probably  shouldn't.  But  neither  do  we  have  a  mechanism 
at  either  the  State  or  Federal  level  to  deal  with  the  group  of  people  that  are 
our  focus  here. 

It  is  also  true  that  the  amount  of  technical  detail  and  the  amount  of 
broad-based  policy  perspective  that  have  characterized  our  discussion  here  are 
very  unlikely  to  occur  among  legislators  in  Washington,  or  to  form  the  basis 
for  decisions  made  at  the  Federal  level. 

I  agree  with  every  criticism  that  has  been  levied  of  COBRA  but  in  fact, 
the  Congress  is  not  very  open  to  discussion  about  problems  of  administration 
from  the  insurance  industry's  perspective.  And,  in  particular,  they  do  not 
like  to  consider  the  fact  that  the  problem  they  see  as  a  policy  issue  exists 
because  of  a  bill  they  enacted  back  in  1974  and  made  effective  in  1975,  the 
Employee  Retirement  Income  Security  Act. 

ERISA,  despite  its  title,  is  not  just  a  pension  law.  There  are  provisions 
in  ERISA  that  deal  with  requirements  for  employee  welfare  benefit  plans,  which 
basically  are  your  health  and  life  insurance  coverage  as  the  member  of  a  group 
in  an  employment  situation. 

They  were  given  the  least  attention,  and  the  least  consideration.  As  a 
result,  what  little  provision  is  in  there  for  enforcement  for  minimum 
standards  for  any  of  the  things  that  we  might  be  thinking  about  has  never  been 
actively  enforced. 

Enforcement  rests  primarily  with  the  Department  of  Labor.  But  DOL  has 
done  essentially  nothing  so  it  was  left  then  to  the  states  to  do  what  they 
could,  which  is  not  much  under  the  terms  of  ERISA. 

ERISA  included  a  provision,  which  in  1974  seemed  reasonable,  whicn 
retained  state  regulation  for  insurance  companies  but  separated  out  employee 
welfare  benefit  plans.  So  that  if  you  were  in  an  employee  welfare  benefit 
plan  not  connected  with  an  insurer— a  self-funded  or  self-insured 
operation — you  could  then  be  exempt  from  state  insurance  regulation. 

The  problem  with  mandated  benefits  is  very  simply  that  what  is  required 
then  is  mandated  payment.  It  is  an  attempt  to  reach  through  the  insurance 
mechanism  what  is  paid  for  and  who  is  paid.  It  does  not  actually  go  to  the 
issue  of  the  benefit    plan  as  such. 
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There  are  continuing  court  cases  to  determine  whether  or  not  a  benefit 
plan  can  somehow,  by  dealing  through  an  administrative  services  contract, 
having  a  very  minimal  level  of  primary  insurance,  or  picking  up  reinsurance, 
move  itself  into  the  ERISA  area — out  of  state  regulation,  therefore,  out  of 
mandates— and  still  maintain  the  benefits  of  an  insurance  program. 

In  an  effort  to  get  this  problem  resolved,  the  insurance  industry  has 
regularly  approached  Congress  seeking  to  have  some  change  in  ERISA  effected. 

I  have  been  never  hopeful,  and  I  am  no  more  hopeful  now  that  either  way  of 
resolving  it — making  all  employee  welfare  benefit  plans  somehow  subject  to 
state  mandates  or  exempting  all  employee  welfare  plans  however  funded  from 
state  mandates—is  likely  to  happen.  And,  in  fact,  I  have  been  told 
repeatedly  by  the  House  counsel  to  the  labor  committee,  that,  if,  indeed,  any 
effort  is  made  to  change  ERISA,  it  will  be  done  by  inserting  some  form  of 
minimum  standards  for  health  benefit  plans  for  all  employers. 

ERISA  is  a  complicated  bill  and  people  deal  with  it  by  leaving  it  alone. 

There  is  almost  no  one  left  in  Congress  who  was  even  there  and  played  an 
active  part  in  the  enactment  of  ERISA  and,  therefore,  no  one  with  any 
commitment  to  it.  But  there  is  also  no  desire  to  open  it  up  and  thereby  make 
enemies  of  employees  or  labor  or  insurers  or  some  other  interest  groups  who 
may  be  affected  by  the  change.  So  they  have  taken  a  slightly  different  tack. 
They  pass  additional  legislation  addressing  health  benefits. 

COBRA  was  the  first  step.  The  second  version,  which  is  SOBRA,  will  come 
up  this  year.  It  is  important  to  understand  how  policy  is  made  in  budget 
bills.  A  policy  proposal  is  discussed  to  some  extent  in  policy  corridors,  and 
then  when  the  budget  process  begins,  it  gets  inserted  into  the  budget  bill. 
The  other  very  important  piece  of  information  about  the  budget  process  in 
Washington  which  is  not  widely  known  is  that  the  budget  bill  is  actually 
written  after  it's  voted  on.  When  you  see  the  news  announced  that  they  passed 
the  budget  bill  out  of  the  Finance  Committee  or  out  of  the  Ways  and  Means 
Committee,  what  they  have  passed  is  several  pages  of  typed  concepts.  There  is 
no  actual  legislative  language  at  that  point.  The  bill  is  then  drafted  by 
staff  following  the  vote.  And  it  is  not  brought  back  to  be  revoted.  It 
simply  goes  to  the  floor  where  often  members  who  voted  for  it  in  committee 
read  it  for  the  first  time.    Then  the  technical  corrections  process  begins. 

It  also  is  very  important  to  understand  that  the  budget  is  developed 
behind  closed  doors.  The  hearings  are  not  open  to  the  public  unless  the 
committees  want  them  to  be.  And  the  bill  is  written  after  it's  voted  on, 
which  essentially  means  that  they  have  discovered  a  foolproof  process  to  enact 
policy  decisions.  Things  can  now  be  done  in  a  budget  process  which  no  one 
will  actually  know  about,  including  the  people  voting  on  them  in  some  cases, 
until  after  the  bill  is  enacted,  enrolled,  printed  and  signed.  And  because  it 
is  in  the  budget  bill,  and  there  is  no  line  item  veto,  there  is  no  way  to  get 
an  individual  piece  out.  You  either  jeopardize  the  entire  Federal  budget,  or 
you  accept  it  with  whatever  is  inside  it. 

The  COBRA  provisions  were  developed  and  included  to  please  special 
interest  groups,  because  interest  groups  deliver  the  votes  of  their 
members — widows,  independents,  and  divorced  spouses,  a  group  that's 
identifiable. 
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The  issue  of  cost  was  not  discussed.  The  administrative  problems  were  not 
discussed,  but  the  policy  issue,  which  is  the  magic  bullet  for  the  congressman 
who  is  going  to  run  for  election  every  two  years,  was  dealt  with.  And  now 
every  budget  bill  is  quite  likely  to  include  some  form  of  health  benefits 
legi  slation. 

It  is  in  some  ways  the  perfect  example  of  new  Federalism.  The  policy 
decision  will  be  made  in  Washington,  and  the  hard  decision — how  to  implement, 
how  to  pay  for  and  how  to  deal  with  increasing  demand--will  be  left  to  the 
states  and  the  private  sector. 

It's  a  very  attractive  package  from  a  Federal  legislator's  viewpoint 
because  you  at  the  state  level  don't  have  any  choice.  They  pass  it,  hand  it 
to  you,  and  tell  you  that  they  didn't  take  away  any  of  your  rights.  Then  they 
leave  you  to  figure  out  how  it  can  possibly  be  implemented.  It  is  going  to  be 
important  that  you  market  yourselves  and  your  solutions  to  your  own 
congressional  delegations.  Tell  them  that  you  are  dealing  with  this  problem, 
and  that  something  more  than  administering  what  the  Federal  Government  says  is 
the  solution  should  be  left  with  the  states. 
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7.  DISCUSSION 


RANDALL  BOVBJERG:  If  I  were  the  state  of  Uritania,  could  I  tax  any 
business  that  did  not  offer  $100  a  month  per  employee  in  health  benefits? 

LINDA  LANAM:  If  you  devise  the  tax  properly  and  don't  put  it  in  the 
insurance  code,  technically,  yes.  Section  514  of  ERISA  deals  with  state 
insurance  regulations,  bank  regulations,  securities  regulation,  and  identifies 
special  points.    Therefore,  the  issue  is  what  type  of  regulation  it  is. 

In  fact,  in  the  debate  on  the  access  bill,  which  I  didn't  get  into  since 
it  didn't  pass,  a  variety  of  employers  said  in  several  public  forums  that  if 
you  wanted  to  do  something  like  this,  the  most  equitable  way  was  to  tax 
employers  in  some  way — admittedly  the  most  politically  unpopular,  but  the  most 
equitable — rather  than  dealing  in  terms  of  whether  you  have  a  big  benefits 
package  or  a  small  benefits  package. 

RANDALL  BOVBJERG:  So  as  a  state,  I  can  either  do  a  broad  business  tax  or 
I  could  target  those  businesses  that  were  not  providing  health  benefits  in 
order  to  fund  a  public  pool  under  ERISA. 

RICHARD  CURTIS:  Yes.  To  expand  on  Linda  Lanam's  observation  a  bit,  the 
proposals  that  have  been  considered  by  Congress  in  the  last  year  or  two,  and 
those  that  are  likely  to  be  considered,  avoid  budget  implications  to  the 
Federal  Government.  The  access  bill  that  she  mentioned,  for  example,  would 
have  required  all  employers  except  the  Federal  Government  to  pay  for  extended 
coverage.  And  it  would  have  established  a  requirement  for  all  states  to  cover 
uncompensated  care  for  hospitals  or  cover  all  people  in  the  state  through  a 
health  benefit  plan.  The  Federal  Government  would  be  about  the  only  entity  in 
the  country  that  didn't  participate  in  funding  the  uninsured. 

That's  not  surprising  given  the  deficit  problem.  There  is  no  money,  so  as 
they  address  social  policy  issues  and  problems,  they  tend  to  look  for  creative 
ways  to  do  it  off  the  Federal  budget,  and  these  are  examples. 

The  most  far  reaching  thing  that  might  happen  would  be  some  sort  of 
federal  coverage  requirement  for  all  employers.  If  that  happens  employers  in 
this  country  would  be  very  interested  in  low  cost  alternatives,  and  our 
challenge  is  to  identify  where  the  states  can  facilitate  that  kind  of  product 
development. 

LINDA  LANAM:  One  last  thing:  Employer  groups,  particularly  employers 
who  have  either  self-funded  benefit  plans  or  similar  options,  have  been  an 
extraordinarily  strong  and  positive  lobbying  force  in  Washington.  Therefore, 
one  of  the  most  important  things  I  think  you  have  done  by  bringing  them  to 
this  conference  is  to  get  them  involved.  These  are  people  who  can  say  that 
there  other  alternatives,  and  there  are  other  things  to  do. 
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PARI  VII 

STRATEGIES  FOR  THE  MEDICALLY  UNINSURABLE 


1 .     FRAMEWORK  AND  ANALYSIS 
by    Gary  Claxton 

Individuals  who  have  serious  or  chronic  health  problems  that  significantly 
affect  their  risk  of  incurring  high  medical  expenses  may  find  insurers 
unwilling  to  accept  them  for  coverage  at  standard  rates.  Insurers  treat  such 
substandard  risks  in  one  or  more  of  the  following  ways:  offer  coverage,  but 
exclude  benefits  for  treatment  related  to  the  impairment;  offer  coverage  at 
higher  than  standard  rates;  offer  coverage  with  a  longer  than  average  period 
before  the  coverage  begins;  or,  decline  coverage.  These  practices  prevent  a 
small  percentage  of  individuals  from  buying  insurance  in  the  private  market, 
either  because  they  are  excluded  by  insurers  or  because  they  are  unwilling  or 
unable  to  accept  coverage  limitations  or  surcharges. 

One  strategy  to  improve  access  for  these  individuals  entails  the  formation 
of  risk  pooling  plans,  often  called  comprehensive  health  insurance  programs, 
to  offer  health  insurance  to  the  high  medical  risk  population.  Such  risk 
pools  are  operating  in  six  states,  and  legislation  to  establish  pools  recently 
has  passed  in  another  four  states.  The  pools  are  mostly  similar  in 
structure,  formed  as  membership  organizations  of  carriers  writing  health 
coverage  in  the  state.  A  board  of  directors  or  trustees  is  appointed 
according  to  directions  in  the  authorizing  legislation,  always  including 
member  insurer  representation  and  often  including  consumer  or  provider 
representation.  The  board  is  responsible  for  developing  a  standard  policy 
which  reflects  the  benefit,  eligibility  and  pricing  provisions  in  the 
authorizing  legislation.  The  board  also  selects  a  carrier  to  administer  the 
ri  sk  pool  program. 

Most  pools  offer  policies  with  fairly  comprehensive  benefits,  subject  to 
coinsurance  provisions  and  rather  large  deductibles.  In  most  cases,  a  person 
becomes  eligible  for  coverage  by  the  pool  if  he  or  she  has  been  refused  health 
insurance  at  standard  rates  by  at  least  two  insurers,  although  several 
authorizing  statutes  contain  lists  of  medical  conditions  that  automatically 
qualify  an  individual  for  coverage.  Premium  levels  are  tied  to  a  standard 
risk  rate  for  comparable  coverage,  with  initial  premiums  usually  set  between 
125  percent  and  150  percent  of  the  standard  risk  rate,  and  maximum  premiums 
usually  set  at  150  percent  to  200  percent  of  the  standard  risk  rate.  In  most 
of  the  risk  pools,  if  claims  and  expenses  exceed  premium  income,  the  losses 
suffered  by  risk  pools  are  financed  through  assessments  to  member  insurers 
based  on  each  member's  share  of  the  health  insurance  market.  Under  most  risk 
pool  authorizing  statutes,  these  assessments  can  be  offset  against  state 
premium  or  business  taxes,  meaning  that  the  state  ultimately  is  financing  the 
pool 1 s  loss . 

Risk  pools  were  created  for  a  narrow  but  important  purpose:  to  offer 
coverage  to  a  relatively  small  segment  of  the  population  that  has  been 
excluded  from  the  private  insurance  market  because  of  poor  health. 
Uninsurable  individuals  nationally  are  estimated  at  between  one-half  and  one 
percent  of  the  population.'  The  risk  pools  in  operation  only  cover  a  small 
percentage  of  the  eligible  uninsurable  population.  For  example,  as  of  January 
1,  1986,  the  Florida  pool  had  664  enrol  lees  after  3  years  of  oper-at^on,  the 
Indiana  pool  had  3,305  after  4  years  of  operation,  and  the  Wisconsin  pool  had 
1,928  members  after  5  years  of  operation.2  The  low  enrollment  figures  may 
reflect  the  rather  high  premium  costs  or  may  be  a  result  of  inadequate  public 
information  and  marketing  by   carriers.     While   it   is   clear   that   risk  pools 
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benefit  some  of  the  people  in  each  state,  the  relatively  low  enrollment 
figures  raise  questions  about  the  effectiveness  of  the  current  risk  pool 
structures . 

Existing  risk  pools  have  not  utilized  managed  care  or  other  cost 
containment  strategies  to  reduce  premiums  and  control  losses.  Premiums  have 
risen  to  the  statutory  maximum  in  each  of  the  operating  pools,  and  only  one 
pool  (Florida)  is  not  losing  money.  The  desire  to  make  premiums  more 
affordable  and  to  reduce  insurer  and  state  subsidies  should  be  a  sufficient 
incentive  to  encourage  risk  pools  to  pursue  cost  containment  programs,  but  to 
date  no  pools  have  done  so.  This  problem  was  discussed  at  a  conference  on 
risk  pools  sponsored  by  the  state  of  Wisconsin  in  November  1986,  and  there 
appeared  to  be  a  general  consensus  on  the  need  to  find  ways  to  control 
utilization  and  costs. 

Several  factors  impede  the  development  of  cost  control  programs  for  risk 
pools.  Pool  losses  generally  can  be  passed  on  to  the  state  through  tax 
expenditures  under  most  risk  pool  statutes,  so  neither  the  administrator  nor 
the  pool  members  suffer  the  full  financial  loss  if  the  pool  loses  money.  Even 
if  the  pool  losses  were  not  subject  to  premium  and  business  tax  offset,  the 
fact  that  the  losses  are  assessed  widely  throughout  the  industry  substantially 
reduces  the  pressure  on  each  pool  member  to  seek  cost  controls.  A  better 
strategy  may  be  for  the  states  to  require  in  risk  pool  statutes  that  cost 
controls  be  applied  and  that  administrators  be  placed  somehow  at  risk. 

Other  difficulties  are  operational.  Most  existing  risk  pools  have 
relatively  small  enrollments,  which  would  make  the  administrative  expense  per 
contract  of  operating  cost  control  programs  very  high.  The  small  enrollment 
and  geographic  dispersion  of  enrollees  (risk  pools  are  statewide  operations) 
impair  the  risk  pool's  ability  to  negotiate  discounted  rates  from  providers. 
Additionally,  the  poor  health  status  of  the  enrollees  and  uncertainty  of 
utilization*  would  discourage  HMOs  from  taking  pool  enrollees  on  a  capitated  or 
ri sk  basi s . 

These  difficulties  could  be  overcome  if  risk  pools  contract  with  existing 
programs  operating  managed  care  or  cost  containment  systems.  Although  HMOs 
may  not  be  willing  to  accept  pool  members  on  a  capitated  or  risk  basis,  risk 
pools  could  contract  on  a  fee-for-servi ce  or  risk  sharing  basis  with  HMOs  to 
provide  services  through  their  managed  care  networks.  Alternatively,  risk 
pools  could  contract  with  insurers,  Blue  Cross  and  Blue  Shield  Plans,  third 
party  administrators  or  state  Medicaid  programs  to  include  pool  members  in 
preadmission  certification,  utilization  review,  and  other  cost  containment 
programs.  Pool  enrollees  may  even  be  able  to  take  advantage  of  provider 
discounts  negotiated  by  these  entities.  By  placing  enrollees  in  existing  cost 
control  systems,  risk  pools  snould  be  able  to  take  advantage  of  the 
administrative  economies  and  perhaps  of  the  provider  discounts  achieved  by 
these  larger  programs. 

Another  question  related  to  the  affordabi 1 i ty  of  risk  pool  premiums  is 
whether  existing  subsidies  could  be  better  targeted  to  those  enrollees  who 
could  not  afford  to  participate  without  assistance.  Under  the  present 
structures,  risk  pool  losses  are  financed  through  assessments  paid  to  the  pool 
by  insurers.  In  most  cases  these  losses  are  passed  on  to  the  state  by 
insurers  through  premium  tax  offsets.  Since  these  subsidies  are  paid  directly 
to  the  pool,  each  enrollee  benefits,  regardless  of  income.    Existing  subsidies 
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could  be  better  targeted  to  low-income  uninsurables  if  they  were  used  to 
supplement  premiums  of  enrollees  on  a  sliding  scale  basis.  To  do  this,  the 
pool  must  be  able  to  anticipate  its  yearly  expenses  and  claims,  its  premium 
income,  and  the  amount  of  subsidy  it  will  need  from  either  member  insurers  or 
the  state  to  break  even.  The  subsidy  could  then  be  applied  to  reduce  the 
premiums,  on  a  sliding  scale  basis,  of  lower-income  enrollees.  Of  course, 
this  may  necessitate  removing  the  premium  cap  for  premiums  charged  to 
wealthier  enrollees.  The  state  of  Hisconsin  has  recently  initiated  a 
sliding-scale  premium  subsidy  for  lower-income  risk  pool  members,  and  is 
considering  subsidizing  their  deductible  payments  as  well.  This  type  of 
targeted  subsidy  should  increase  the  affordabi 1 i ty  of  risk  pool  premiums  for 
some  lower-income  uninsurables,  many  of  whom  cannot  afford  the  relatively  high 
premiums  charged  by  most  pools.  It  must  be  remembered,  however,  that  the 
premiums  being  subsidized  are  relatively  high  (125-200  percent  of  standard 
rates),  and  even  with  subsidies  the  cost  may  be  beyond  the  means  of  some 
uni  nsurabl es . 
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2.    STATE  COMPREHENSIVE  RISK  POOLS 
by    Randall  R.  Bovbjerg 

Some  ten  states  have  enacted  legislation  for  state  comprehensive  risk 
pools;  six  have  accumulated  some  basic  experience  from  which  one  can 
generalize.  The  concept  certainly  has  considerable  political  appeal,  for 
several  reasons,  and  many  advocates  seek  to  expand  the  basic  concept. 

Basically,  the  pools  purport  to  extend  access  to  conventional, 
comprehensive  coverage  to  an  otherwise  uninsurable  population  who  are  willing 
to  contribute  significant  funds  to  help  themselves,  which  partly  explains  the 
concept's  political  appeal. 


TABLE  1 

COMPREHENSIVE  HIGH-RISK  POOLS  FOR  THE  UNINSURABLE 

•  Adopted  in  ten  states 

•  Pol i ti cal ly  appeal i ng 

•  Targets  wholly  uninsurables  (except  in 

Connecti  cut) 

— Very  needy  group  (in  medical  sense) 
—Beneficiaries  help  pay  for  themselves 

•  Relies  on  "private  action" 

— Private  sales  and  administration 
—Private  payment  of  premiums 

—  "Private"  assessments  cover  losses  over  premiums 


Medically,  this  target  population  is  a  very  needy  group,  with  an  adverse 
medical  history  or  a  chronic  medical  problem  that  private  insurers  do  not  want 
to  cover,  at  least  not  at  normal  rates.  (Connecticut  seems  to  be  the  only 
exception;  its  approach  has  been  to  accept  anybody  without  insurance.)  The 
pool  concept  also  offers  a  quasi-market  approach:  Individuals  still  buy 
themselves  coverage  from  private  insurers.  But  the  coverage  is  standardized, 
and  plan  losses  are  backstopped  by  publicly  mandated  assessments  on  insurers 
(an  off-budget  item  for  the  state,  unlike  direct  taxes).  The  lack  of  overtly 
public  funds  is  another  reason  for  the  idea's  political  appeal. 

The  Uninsurable 

We  all  talk  about  the  uninsurable.  One  of  my  first  questions  about  this 
area  was:  Who  are  these  people?  What  do  they  look  like?  How  many  of  them 
are  there?  I  still  don't  know.  Presumably  most  are  in  small  employment 
groups,  self-employed,  or  uninsured  individuals;  larger  groups  more  typically 
cover  preexisting  and  chronic  conditions  for  their  employees.  I've  generally 
used  the  figure  of  one  percent  (of  the  under-65  population)  as  the  uninsurable 
because  I  got  that  number  once  from  an  experienced  and  respected  actuary  and 
have  never  since  been  contradicted. 

I  was  told  recently  that  there  was  testimony  in  Congress  from  Gail 
Wilensky  that  half  of  one  percent  was  the  accurate  figure.     I  don't  know  the 
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basis  for  that,  and  I  would  be  glad  to  know  if  anybody  knows  what  the 
percentage  truly  is. 

The  only  concrete  data  from  which  to  extrapolate  would  seem  to  be 
insurance  companies'  experience  with  denying  applications  on  medical  grounds. 
But  there's  a  lot  of  self-selection  before  you  get  to  that;  for  example, 
agents  discourage  unpromising  applications  to  begin  with.  So  any  number  seems 
far  from  perfect;  let's  just  assume  that  a  one  percent  target  population  is 
about  right. 

I  think  we  can  also  assume,  although  we  don't  know,  that  the  population  is 
getting  bigger.  Medical  care,  first,  is  saving  some  people  that  couldn't  be 
saved  before,  maintaining  those  with  chronic  conditions  or  some  preexisting 
history.  Second,  medical  science  is  now  able  to  find  things  in  advance  that 
makes  identified  people  very  risky  for  insurers  to  take  on:  AIDS  is  the  big 
headline  now,  but  it  could  be  something  else,  it's  really  only  the  tip  of  the 
iceberg,  though  it's  a  sizable  problem  in  its  own  right.  Finally,  medicine 
can  now  treat  a  lot  of  conditions  that  at  one  time  used  not  to  be  treatable, 
so  some  people  with  problem  conditions  now  come  into  the  medical  system — and 
hence  are  found  for  insurance  purposes — who  just  weren't  there  before. 

So  there  are  a  number  of  caveats  about  available  information.  I  offer  one 
final  caveat;  much  of  the  information  that  I  base  judgment  on  is  a  little  bit 
old.  But  I'll  stick  with  it;  Hilde  Neujahr  can  offer  corrections  as  necessary 
based  on  up-to-the-minute  experience. 

Structure 

Structurally,  the  provisions  are  pretty  simple  and  rather  standard, 
although  details  vary  from  plan  to  plan.  Eligible  enrollees  are  those  who 
have  been  refused  for  private  coverage  (normally  two  times  or  more),  who  have 
been  rated  up  and  therefore  must  pay  high  premiums,  or  who  can't  get  normal 
coverage  without  significant  exclusions  of  preexisting  conditions. 

State  legislation  and  the  pool  Board's  decisions  create  a  pool  benefits 
package.  The  benefits  style  is  basically  a  traditional  major  medical  plan  of 
circa  1976  (as  befits  an  approach  that  was  originally  intended  to  show  that 
private  insurers  could  indeed  insure  everyone,  even  the  most  unfortunate,  so 
that  national  health  insurance  was  not  needed  to  reach  even  these  people  not 
normally  insurable  in  private  markets).  Premiums  payable  by  enrollees  are 
typically  capped  at  some  multiple  of  the  market  rate.  I'm  never  quite  sure  how 
they  figure  what  the  market  rate  is.  People  who've  worked  with  the  pools  may 
be  able  to  tell  us  that.  The  multiple  is  usually  set  in  the  enabling 
legislation  at  about  125  percent,  but  can  usually  rise  to  double  or  something 
like  that  at  the  discretion  of  the  pool's  publicly  constituted  Board. 

Private  sales:  Sales  may  be  made  by  agents  or  through  direct  sales. 
Usually,  any  insurer  or  agent  may  place  a  qualifying  applicant  into  the  pool. 
In  any  event,  however,  the  private  market  is  relied  on  for  distribution  of 
policies.  Normally  the  pool  pays  no  commission,  but  rather  a  referral  fee, 
$20,  $30,  or  $40.  The  agents,  if  they  have  an  alternative,  would  prefer  not 
to  do  that.  Premium  payment  is  also  private,  in  that  enrollees  themselves 
must  pay  the  basic  (normally  surcharged)  premium,  although  even  this  expensive 
premium  is  subsized  as  described  below. 
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TABLE  2 
TYPICAL  POOL  STRUCTURE 


•  Are  open  to  those  refused  private  coverage 

•  Benefits  are  traditional  insurance  style,  major  medical  coverage 

•  Premiums  are  capped  at  some  multiple  of  "market"  rate 

•  Sold  by  agents,  privately  (for  a  referral  fee,  not  a  commission) 

•  Private  administration,  with  a  public  board 

•  Assessment  of  any  losses  pro  rata  to  all  insurers 


Private  administration:  Part  of  the"private  action"  concept  that  helps 
make  pools  politically  appealing  is  that,  although  a  public  Board  exists  to 
set  the  rules  and  make  year-to-year  decisions  about  what  prices  are  set  and  so 
on,  usually  a  "lead  carrier"— an  existing  insurer— does  the  day-to-day 
admi  ni  stration . 

How  do  they  keep  the  premiums  capped?  Simple.  If  the  losses  go  higher, 
normally  because  the  claims  go  higher,  the  pools  makes  a  pro  rata  assessment 
to  all  insurers  who  participate,  which  is  normally  all  of  the  accident  and 
health  insurers—maybe  even  sometimes  a  broader  group  than  that  in  the  state. 
So  if  the  pool  runs  a  deficit  of  a  million,  that  million  dollars  is  parceled 
out  to  all  the  participating  insurers  in  the  state  and  simply  becomes  an 
insurance  expense,  a  normal  operating  expense  to  be  deducted  before  any  income 
tax  is  calculated.  (In  most  states,  in  fact,  the  assessment  comes  even  more 
directly  out  of  otherwise  collectible  taxes  because  it  is  directly  offset 
agai nst  taxes  owed . ) 

Pros  and  Cons 

The  following  table  lists  major  pros  on  the  left  hand  side.  Pools  do  help 
a  very  (medically)  needy  and  appealing  population.  These  are  people  who  want 
to  help  themselves,  who  want  to  do  the  good  thing  and  be  insured,  but  they 
can't.  They're  willing  and  able  to  pay  a  "reasonable"  premium,  but  not  what 
the  market  would  charge  to  unfortunate  individuals  in  their  circumstances. 
These  are  not  impecunious  people  (they  can  afford  a  hefty  premium,  after  all), 
but  it's  simply  impossible  for  them  to  insure  without  help.  Nature  or  fate  or 
previous  bad  judgment  about  renewable  coverage  has  dealt  them  a  bad  blow,  and 
they  just  can't  recover  on  their  own. 

A  pool  has  at  least  the  appearance  of  private  operation,  and  indeed 
features  many  elements  of  private  operation — self  funding  and  so  on.  No 
direct  public  spending  "on  budget"  is  required,  as  there  would  be  for  an 
income  transfer  or  medical  payments  program.  Because  the  coverage  is  run  like 
private  insurance,  the  insureds  can  be  made  to  contribute  themselves.  A  pool 
has  "good"  benefits,  standard  old-style  benefits  that  we  think  of  as  a 
mainstream  major  medical  policy,  as  just  noted.  There  are  also  some  economies 
of  administration   from  putting   these   people   together   into  one   "pool"  (one 
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policy  form,  really)  rather  than  handling  them  piecemeal  at  each  separate 
insurer  with  centralized  subsidy.  Not  a  lot  of  economies,  to  be  sure,  but 
some. 

Again,  those  who  help  themselves  are  politically  attractive.  It's  not  a 
giveaway  and  doesn't  compete  with  private  coverage—by  definition—because  the 
applicants  normally  have  to  have  been  refused  wholly  private  coverage. 


TABLE  3 

CURRENT  POOLS'  PROS  AND  CONS 


PROS 

CONS 

•      Help  the  very  needy 

•     Very  low  enrollment 

•      "Private"  action 

•     Private  in  name  only 

•       "Good,"  traditional  major 
medical  coverage 

•     Lack  newly  conventional  cost 
contai  nment 

•       Some  economies  of  pooling 

•     Small  economies 

t      Help  those  who  help  themselves 

•     Help  non-poor  only 

•      Don't  compete  with  private 
coverage 

•     Don't  compete  with  private 
coverage 

What  about  the  cons  on  the  right-hand  side  of  the  table?  Basically,  pools 
have  the  defects  of  their  virtues  in  each  case:  Although  pools  target  a  very 
needy  group,  it's  a  very  small  group.  It's  that  one  percent  or  so  already 
discussed.  Moreover,  in  practice,  pools  reach  only  a  fraction  of  that  one 
percent  target  group.  Nobody  has  even  come  close  to  realizing  the  full 
potential  for  enrollment  (except  Connecticut,  which  included  normally 
insurable  people  in  with  the  uninsurables) .  Usually,  pools  enroll  only 
hundreds,  or  at  most,  thousands  of  people  in  their  first  several  years, 
whereas  tens  of  thousands  could  be  expected  to  benefit. 

Moreover,  funding  is  private  in  name  only  in  most  of  the  states.  The 
assessment  is  private.  Yes,  it's  picked  up  by  the  insurance  companies  that 
then  either  write  it  off  against  their  taxes  as  a  regular  business  deduction 
or,  more  typically,  fully  offset  the  assessment  against  taxes  otherwise  due. 
Thus,  although  there  may  be  no  state  tax  enacted,  dollar  for  dollar,  the 
needed  subsidy  comes  out  of  the  state  budget.  And  losses  are  high;  this  is  by 
design  a  high-utilizing  "group"  that's  covered. 

The  benefits  style  is  a  decade  old,  as  noted,  and  it  lacks  what  has  come 
to  be  conventional  in  conventional  coverage,  namely  all  the  cost  containment 
and  medical    management    that    has    developed    since    then — utilization  review. 
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prescreening,  and  so  on.  The  economies  of  scale  that  exist  are  apparently 
small,  which  should  not  be  surprising,  given  how  small  the  pools  are.  Pool 
administrators  usually  won't  put  any  dollar  figures  on  savings,  but  they 
certainly  don't  claim  lots  of  them. 

The  flip  side  of  helping  those  who  help  themselves  is  that  by  definition 
those  people  able  to  pay  high  premiums  are  not  the  most  needy  in  financial 
terms.  If  you  think  in  economic  terms,  we're  talking  in  the  neighborhood  of 
$100  a  month  premium.  There  aren't  many  poor  people  who  are  willing  to  pay 
that  much  for  insurance. 

The  pools  don't  compete  with  the  private  sector,  which  is  appealing  to 
many  legislators,  but  the  accompanying  disadvantage  is  that  private 
competition  doesn't  discipline  the  plan  by  itself,  as  in  a  normal  market. 

The  Cons  Continue 

But  the  notable  cons  do  not  end  here.  The  next  table  continues  the  list. 
Most  of  them  have  to  do  with  cost.  No  incentives  are  created  for  the 
administrators  to  be  cost-effective.  They're  simply  paid— good  old  Pentagon 
style — cost  plus.  Nor  are  incentives  offered  for  the  providers:  There's  no 
PPO  or  anything  like  that  that  I've  heard  of.  Some  cost  sharing  normally 
applies  for  the  enrollees,  of  a  standard  sort,  and  it's  limited  by  an 
out-of-pocket  ceiling,  something  rather  unusual  for  a  non-catastrophic 
individual  plan  of  coverage. 

Everyone  who  thinks  about  the  individual  and  small  group  insurance  market 
hears  "adverse  selection"  practically  every  time  they  turn  around.  This 
repetition  may  be  boring,  but  it's  important.  Pools  offer  the  ultimate  in 
adverse  selection,  by  intentional  design.  By  definition,  they  start  with  the 
very,  very  worst  people.  They  are  going  to  be  expensive.  They  are  sick.  And 
it  gets  worse  over  time  because  experience  shows  that  the  premiums  quickly 
rise  to  the  statutory  ceiling. 


TABLE  4 
CONS,  CONTINUED 


No  economizing  incentives  for  administrators,  insurers,  medical 
providers;  some  cost  sharing  for  enrollees 

Start  with  adverse  selection,  get  worse  over  time 

Premiums  quickly  rise  to  statutory  ceiling 

Plan  losses  mount—only  Florida  seems  to  have  broken  even 

Not  tailored  to  catastrophic  or  chronic  needs 

"Tax"  those  who  have  already  paid  for  coverage  in  order  to  subsidize 
those  who  haven '  t 

Self-insured  don't  contribute  (small  groups  do) 
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The  even  higher  prices  mean  that  those  who  found  enrollment  desirable  at 
125  percent  may  not  find  it  desirable  at  200  percent.  Are  those  the  sickest 
or  the  least  sick?    That  should  be  obvious  to  everyone. 

Even  with  substantial  premiums  (200  percent  of  standard  premium  or 
whatever  the  ceiling  is),  everybody's  losing  money,  although  not  tons  of 
money.  The  Communicating  for  Agriculture  compilation  shows  losses  in  a  number 
of  the  states  of  about  a  $1,000  a  head.  According  to  this,  Florida's 
relatively  young  pool  is  evidently  breaking  even,  but  their  data  were 
incomplete  for  the  most  recent  year. 

Advocates  for  the  disabled  could  say  this  better  than  I  can,  but  clearly 
complaints  exist  that  the  pools  do  not  cover  the  right  drugs,  the  requisite 
nontradi tional  providers,  the  necessary  transportation  to  get  to  physical 
therapy,  and  all  the  other  special  problems  that  uninsurables  may  have. 
Indeed,  when  you  consider  that  everyone  from  chronic  Alzheimer's  victims  to 
terminal  cancer  patients  may  qualify  under  this  program,  it  seems  almost 
impossible  to  design  a  single  benefit  package  for  all. 

On  the  financing  side,  because  the  assessment  that  makes  up  so  much  of  the 
spending  comes  from  insurance,  you  are  taxing,  although  indirectly,  the  people 
who  have  already  paid  once.  That  may  be  desirable  politically  because  it's 
off  budget,  but  it  does  seem  unfair  that  the  self-insured  don't  contribute 
(because  of  this  meeting's  favorite  acronym,  ERISA).  In  sharp  contrast,  if 
you're  a  small  group  and  cannot  realistically  self-insure,  deciding  to  insure 
your  workers  means  having  to  pay  again  for  the  uninsurable.  This  fact  is 
another  one  of  those  things  that  make  it  a  little  bit  more  expensive  for  a 
small  group  seeking  conventional  insurance  to  afford  it. 

If  we  want  to  leave  with  one  "bottom  line"  on  each  side  of  the  argument,  I 
guess  the  main  argument  pro  is  the  political  feasibility — that  it's  off 
budget,  for  a  very  needy  group  that's  contributing  for  itself. 


TABLE  5 
SUMMING  UP 


Pro:    Politically  feasible,  off-budget  help  to  an  appealing  population 

Con:  Huge  problems  of  low  enrollment,  high  costs,  unintended  side 
effects 

Note:  Real  tension  exists  between  affordabi 1 i ty  for  enrol  lee  and 
cost  in  subsidy 


The  main  argument  con  is  the  low  enrollments  and  high  costs.  Moreover, 
there's  a  real  tension  here  between  cost  in  subsidies  (to  insurers  and  the 
state  treasury)  and  maintaining  affordabi 1 i ty  to  try  to  make  coverage 
salable.  Remember,  enrollment  is  voluntary;  people  do  not  join  to  do  good  but 
rather  because  they  think  that  what  they  get  out  in  benefits  will  exceed  the 
premium  requirements. 
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You  can  subsidize  enrol  lees  more,  get  more  people  in,  do  more  good,  and 
what  happens?  Your  costs  go  through  the  roof.  And  evaluating  the  merits  of 
such  costs  is  very  difficult  thing  for  a  pool  administrator  to  decide.  So  what 
are  the  alternatives? 

Possible  Improvements 

Assume  that  you  the  potential  reformer  stay  more  or  less  within  the 
present  framework,  the  same  goals  with  regard  to  the  uninsurable.  You  could 
move  to  a  subsidy  that  was  more  sliding  scale,  that  would  take  into  account 
economic  as  well  as  medical  need. 

As  it  is,  everybody  is  subsidized  100  percent  past  some  relatively 
arbitrary  dollar  figure,  the  same  dollar  figure  for  the  only  moderately  well 
to  do  and  the  very  well  to  do.  (This  results  from  not  basing  premiums  or 
out-of-pocket  stop-loss  on  income  and  creating  an  open-ended  subsidy  for  all 
losses  above  premium.)  You  could  instead  pay  a  matching  rate  up  to  a  stop 
loss.  In  other  words,  don't  say,  You  come  up  with  the  first  hundred  dollars 
per  month  and  we'll  pay  you  almost  everything  thereafter;  perhaps  say  instead, 
We'll  match  you  50-50  up  to  some  total  out-of-pocket  related  to  income. 

You  could  put  in  some  risks  which  also  ought  to  include  some  rewards,  as 
unpleasant  as  that  may  be  for  pool  administrators,  for  agents  and  for  medical 
providers.  Case  management  should  be  done  to  the  extent  feasible.  Where  a 
pool  covers  3,500  people  spread  all  over  a  sizable  state,  it  will  be  very  hard 
to  manage  providers,  to  negotiate  with  them  for  discounts,  or  anything  else. 
You  could,  however,  piggy-back  on  Medicaid  case  management  where  that  exists 
or  subcontract  in  some  fashion  with  a  third-party  administrator,  with  a  MET, 
with  any  one  else  thought  capable  and  willing  to  submit  an  attractive  bid  to 
try  to  do  it.  Management  might  be  easier  if  benefits  were  better  tailored  to 
need;  it's  unclear  whether  any  one  subgroup  of  enrol  lees  is  large  and 
predictable  enough  to  warrant  this  effort. 

You  could  also  fund  the  subsidy  more  directly  from  the  public  purse.  You'd 
get  the  economic  and  political  advantages  of  accountability  at  the  cost  of 
losing  the  political  advantage  of  having  the  subsidy  off  budget.  You  can't 
have  both. 

A  broader  tax  could  be  enacted  that  would  be  fairer  than  the  existing  tax 
on  the  shrinking  part  of  the  coverage  market  under  traditional  insurance. 

There's  also  been  quite  a  lot  of  talk  about  using  such  pools  to  "skim  the 
sludge,"  so  to  speak— in  other  words,  to  take  high  risks  out  of 
private-insurance  pools  for  small  groups  and  put  them  into  a  state  oool  so 
that  the  remaining  people  in  the  small  groups  could  then  get  conventional 
insurance.  This  idea  sounds  very  appealing.  Again,  the  difficulty  is 
"dumping,"  or  "free  riding,"  or  "people  coming  out  of  the  woodwork" —  whatever 
the  phrase  is  that  you  want  to  use.  That  is  a  tremendous  problem  which  is  not 
in  the  usual  public  mandate  for  state  pools. 

What  about  broader  changes?  Consider  first  limiting  your  mandate  to  the 
truly  uninsurable.  Instead  of  having  this  conventional  state  pool,  a  sort  of 
third-party  welfare  program  that  indirectly  passes  out  insurance  money,  you 
could  move  to  a  more  catastrophic-like  program,  more  like  a  rich  Medicaid 
program  using   cost   sharing   to   share   burdens    instead  of  premiums.   The  goal 
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would  be  to  try  to  manage  it  like  a  public  health  program  rather  than  trying 
to  do  it  through  the  format  of  insurance. 

Alternatively,  you  could  go  beyond  the  strictly  uninsurable,  to  broader 
pooling  (following  Connecticut,  in  a  way) — to  broaden  the  revenue  base, 
increase  stability,  and  cut  average  premiums.  My  strong  suspicion,  which  I 
can't  strictly  prove,  is  that  for  pooling  you're  better  off  starting  at  the 
healthy  end  of  the  population  than  at  the  sickest  end  as  the  current  pools 
have  done.  Fundamentally,  this  approach  sees  the  problem  as  the  working 
uninsured  who  could  contribute  to  insurance  premiums  but  don't  because  costs 
are  a  little  too  high,  rather  than  those  with  significant  income  or  assets  who 
absolutely  can't  get  private  coverage. 

In  this  regard,  the  experience  in  West  Virginia  seems  worthy  of  some 
deeper  scrutiny.  The  notion  of  broadening  existing  pools  to  include  ever- 
more people  differentially  over  time  is  very  promising.  Starting  at  the  very 
sick  end,  it's  very  hard  voluntarily  to  persuade  healthier  people  to  throw  in 
with  the  uninsurables .  They're  just  not  going  to  want  to  do  it  and  you  won't 
achieve  a  broad,  stable  pool. 

Clearly,  all  the  other  things  that  people  have  talked  about— 1 imi ti ng 
providers,  costs  sharing,  managing—are  part  of  trying  to  be  efficient  in  new, 
perhaps  as  yet  unknown  ways.  I'd  like  to  mention  fair  competition  as  well.  I 
think  it  is  important,  particularly  if  you're  assessing  the  insurance 
community  for  public  funds,  to  convince  them  that  you're  being  fair  and  also 
to  avoid  dumping.  If  you  compete  unfairly,  the  problem  arises  that  in  the 
short  run,  you're  robbing  the  insurers;  in  the  long  run,  you're  getting  the 
dregs,  and  that's  going  to  be  a  problem  for  you. 

To  the  extent  that  it  is  possible  (and  you  may  not  be  able  to  do  this 
until  a  much  larger  program  is  involved)  you  really  should  think  about 
variable-rate  vouchers,  so  that  your  public  or  quasi-public  program  really 
does  have  to  compete  with  other  plans.  If  public  Boards  supervising  lead 
carriers  can't  perform  as  well,  the  vouchers  should  go  to  someone  else, 
whether  an  HMO  or  third-party  manager  or  some  other  plan. 

Finally,  I  think  the  thing  that  bothers  me  most  about  the  high-risk  pools 
is  that  the  considerable  effort  expended  to  create  the  state  pool  comes  from  a 
very  limited  stock  of  political  capital.  If  energy  is  very  limited,  and  if 
you  have  to  spend  a  lot  of  it  helping  some  fraction  of  a  tiny  fraction,  that 
doesn't  seem  a  very  good  use  of  resources.  Alternatively,  it  can  be  argued 
that  in  some  cases,  addressing  a  sympathetic  population  will  generate  more 
understanding  of  insurance  issues  and  the  plight  of  the  uninsured  generally. 

Well  and  good;  if  in  your  area  you've  got  energy  and  political  clout  to 
spare,  or  if  you  think  a  state  high-risk  pool  will  generate  more,  by  all  means 
go  full  speed  ahead  with  a  second-generation  pool.  But  if  you  don't,  I  think 
you  might  consider  other  pressing  health  insurance  matters  first. 
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TABLE  6 

ALTERNATIVES  I:    WITHIN  THE  PRESENT  FRAMEWORK 


SI i di ng-scal e  subsidy  by  economi c  need 
Pay  matchi ng  rate,  not  all  losses  over  ceiling 
Create  risk/reward  for  admi ni strator(s) ,  agents 
Use  case  management  subcontracts 

Tailor  benefits  better  to  medical  needs  of  uninsurable 

Fund  subsidy  directly  with  broad  tax  for  equity,  accountabi 1 iy 

Address  dumping  issues 

ALTERNATIVES  II:    DIFFERENT  DIRECTIONS 

•  Create  targeted  and  managed  medical  payments  program  with  high  co-pay 

•  Do  a  true  quas i -i nsurance  pool 

—Start  at  healthy  end,  not  sick  one 
—Create  broader,  more  stable  pool 
—  Limit  providers 
—Manage  care 
—Compete  fairly 

equity  for  insurers 

avoid  dumping 

•  Recall  that  political  capital  may  be  limited  or  synergistic 
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3.    WISCONSIN'S  HEALTH  INSURANCE  RISK-SHARING  PLAN 
by    Hilde  Neujahr 

Our  plan  in  Wisconsin  is  called  HIRSP.  It  was  enacted  by  the  Wisconsin 
Legislature  in  1979,  and  began  operations  in  1981.  Its  concept  is  quite 
similar  to  that  of  other  risk-sharing  plans  in  existence  and  the  tentative 
plans  around  the  country.  It  is  only  for  those  who  have  health  conditions 
which  make  them  unable  to  find  insurance  in  the  traditional  marketplace. 

When  our  plan  was  first  enacted  in  1979,  we  thought  we  would  attract  many 
more  people  than  it  has  currently  enrolled.  We  have  2,039  enrollees  in  our 
plan  at  this  time.  I've  neard  figures  on  the  potential  number  of  uninsureds 
from  1  percent  to  1.5  percent  of  the  population.  If  it  were  1  percent,  it 
would  be  40,000  people  in  Wisconsin.  So  our  enrollees  are  far  short  of  that. 
We're  even  short  of  what  our  original  projection  was,  5,000  enrollees.  The 
plan  was  sold  on  the  basis  that  5,000  enrollees  would  be  in  the  plan  after  a 
few  years. 

The  plan  has  not  only  fallen  short  on  its  projections,  it  has  also  had  to 
change  its  financing.  When  the  plan  was  originally  created,  there  was  an 
expectation  that  the  premiums  paid  would  eventually  cover  the  total  costs  and 
all  expenses  in  the  plan.  The  legislation  specified  that  after  a  three-year 
period  of  subsidies  by  the  insurance  industry  and  by  self-funded  plans,  the 
plan  would  be  self-sufficient. 

You've  heard  about  the  ERISA  preemption  today.  Because  of  that,  our  plan 
was  prohibited  from  assessing  self-funded  plans,  and,  therefore,  since  its 
inception,  the  deficit  has  been  borne  entirely  by  the  insurance  industry.  In 
Wisconsin,  this  assessment  to  the  insurance  industry  is  roughly  $1.5  million 
annually.  Some  years  it's  more  and  some  less,  but  that's  the  average 
assessment  of  the  insurance  industry,  and  this  assessment  is  based  on  the 
premium  volume  of  the  industry  in  the  State  of  Wisconsin.  Since  Wisconsin's 
health  insurance  companies  do  not  pay  premium  taxes,  there's  no  premium  tax 
offset. 

The  original  legislation  also  set  a  cap  on  subscriber  premium  rates  for 
the  first  three  years,  limiting  the  rate  to  no  more  than  130  percent  of  the 
standard  amount  paid  for  coverage  in  the  private  market.  In  1983,  this  cap 
was  increased  to  150  percent  of  the  standard  policy,  and  the  self-sufficiency 
language  incorporated  in  the  original  legislation  was  eliminated.  If  the 
self-sufficiency  language  had  been  retained  in  our  legislation,  we  would  have 
seen  rates  at  this  point  that  would  probably  be  up  to  370  percent  of  standard. 

As  you  can  see  from  what  happened  in  Wisconsin,  our  Dlan  and  other 
risk-sharing  plans  are  very  expensive  and  have  very  low  enrollment.  These  are 
two  basic  problems  I  see  in  risk-sharing  plans  across  the  country.  To  address 
these  two  problems  of  low  enrollment  and  high  cost,  Wisconsin  took  a  steo  in 
1985  which  makes  the  plan  somewhat  unique  among  the  other  nine  plans  in  this 
country. 

At  that  time,  our  board  conducted  a  survey  of  policyholders,  and  we  found 
out  that  roughly  40  percent  of  our  policyholders  at  that  time  had  household 
incomes  below  $12,000.  Using  these  data,  we  were  successful  in  establishing  a 
state  general  purpose  revenue  subsidy  for  our  policyholders.  Beginning  in 
July  of  1985,   policyholders  became  eligible  for  a  premium  reduction  based  on 
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income,  ranging  from  6  to  30  percent  reduction.  At  present,  we  have 
approximately  30  percent  of  our  policyholders  receiving  some  form  of  state 
subsidy  to  pay  for  their  premiums. 

In  addition,  at  that  time,  our  board  agreed  to  undertake  an  extensive 
public  education  program  to  publicize  the  plan.  This  included  mailing  of  plan 
publicity  in  all  motor  vehicle  license  renewal  notices  in  the  State  of 
Wisconsin.  Since  these  license  renewals  are  spread  over  a  four-year  period, 
at  the  end  of  the  fourth  year  all  licensed  motor  vehicle  operators  should  have 
received  a  notification. 

Despite  all  the  efforts  the  HIRSP  board  has  undertaken  to  improve 
accessibility,  it  is  still  far  too  restrictive  for  many  low-income  people  in 
Wisconsin.  Recognizing  this,  our  office  is  proposing  an  additional  package  of 
legislation  to  make  the  plan  both  less  expensive  for  low-income  individuals 
and  more  appropriate  with  respect  to  benefit  levels. 

The  first  change  that  we're  proposing  in  our  plan  for  next  year  is  to 
increase  the  lifetime  maximum  to  $500,000.  At  present,  the  lifetime  maximum 
is  $250,000.  We  have  had  individuals  in  the  plan  since  the  inception  who  are 
nearing  that  maximum.  One  reason  for  that  is  that  we  are  approving  more 
transplant  surgeries.  There  will  be  quite  a  few  people  in  our  plan  who  will 
be  reaching  that  maximum  over  the  next  few  years. 

We  are  also  proposing  to  subsidize  the  deductible,  also  on  a  sliding  scale 
basis.  The  deductible  reduction  will  be  down  to  $500  for  the  lowest  income 
group  and  up  to  $900  for  income  at  $16,500. 

In  addition  to  a  subsidy  for  the  deductible,  we  are  proposing  to  increase 
the  subsidy  for  the  premiums.  We  feel  that  the  current  subsidy  with  a  maximum 
of  30  percent  of  premium  is  not  adequate.  The  new  proposed  maximum  subsidy 
will  be  41  percent  of  the  premium. 

At  the  present  time,  in  order  to  be  eligible  for  our  plan,  individuals 
must  have  rejections  from  two  insurance  companies.  We  are  proposing  to 
eliminate  that  and  have  only  one  rejection  which  will,  I  think,  be  a  marketing 
tool.  Making  less  work  for  our  agents  will  help  get  individuals  into  our  plan 
and  should  increase  plan  enrollment. 

As  Randy  Bovbjerg  said,  one  of  the  shortcomings  of  this  type  of  plan  is 
that  cost-containment  features  are  not  built  in.  This  will  be  very  difficult 
to  do  in  a  plan  like  ours  with  2,000  individuals  all  across  the  state.  The 
board,  however,  has  agreed  to  undertake  a  study,  and  we  are  looking  at  such 
things  as  preadmission  review,  case  management,  and  second  surgical  ODinions. 
A  subcommittee  has  oeen  formed  in  Wisconsin  to  develop  a  package  for  that  kind 
of  program  and  subcontract  it  out  to  a  case  management  firm.  Another  study  we 
will  be  conducting  is  on  a  wraparound  policy  for  the  physically  disaoled.  I 
am  referring  to  such  benefits  as  extended  care,  durable  medical  supplies  and 
maintenance  therapy.  We'll  be  studying  that  to  see  whether  we  can  offer 
another  policy  under  our  plan  to  cover  those  benefits. 

Finally,  and  probably  the  most  controversial  change  being  proposed  for  the 
plan,  we  propose  to  phase  out  the  insurance  industry's  assessment  for  the 
plan's  deficit  and  provide  funding  through  state  general  purpose  revenue. 
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Our  office  is  supporting  this,  but  it  is  not  our  highest  priority.  It  is 
still  our  position  that  the  insurance  industry  should  pay  part  of  the  burden 
of  the  uninsurables.  They  are  rejected  from  the  normal  marketplace,  and  an 
equitable  share  of  the  cost  should  be  borne  by  the  insurance  industry. 
However,  we  are  not  opposing  phasing  out  the  assessment  through  its  gradual 
reduction. 

The  State  of  Wisconsin  received  a  Robert  Wood  Johnson  Foundation  grant  to 
improve  access  to  our  health  insurance  risk-sharing  plan,  and  this  access  is 
going  to  focus  on  small  employers. 

He  will  focus  first  on  insureds  to  determine  what  kind  of  health  insurance 
is  available  to  small  employers,  how  much  these  products  cost  and  what 
restrictions  there  are  for  participation  in  these  plans  by  employers  of 
dependents  who  have  serious  health  problems.  Using  these  data,  we  will 
propose  modifications  in  our  HIRSP  program  to  facilitate  participation  in  the 
plan  by  these  individuals,  and  thus  to  increase  the  health  insurance  options 
available  to  small  employers  for  their  other  employees.  This  will  be  a 
three-year  effort,  focusing  on  several  counties  in  the  State  of  Wisconsin.  An 
extensive  education  campaign  on  HIRSP  will  also  be  conducted. 

The  Health  Insurance  Risk-Sharing  Plan  may  have  other  more  extensive 
changes  if  the  State  proceeds  with  the  state  health  insurance  program  which 
are  being  studied  as  a  means  to  provide  health  insurance  to  the  uninsured.* 
The  two  programs  may  be  combined  if  there  could  be  economies  of  scale  in 
things  like  administration.  However,  in  no  case  should  the  cost  of  insuring 
the  high  risk  be  borne  by  the  low-income  population.  We  feel  that  a  subsidy 
by  the  state  and  assessment  of  the  industry,  or  a  combination  of  these  two 
forms  of  financing,  will  still  be  essential  for  paying  for  the  care  of  the 
hi  gh-ri  sk. 

I  agree  with  Randy  Bovbjerg  that  the  high-risk  pools  aren't  always  the 
best  answer,  nor  are  they  the  approach  that  should  be  used  by  every  state. 

But  in  Wisconsin,  I  think  we  have  been  successful  in  taking  a  plan  (and  I 
don't  think  we've  lost  a  lot  of  political  energy  on  it)  and  making  it 
generally  more  responsive  to  social  needs.  It's  becoming  a  social  program. 
Until  other  more  viable  methods  are  found,  I  think  including  risk-sharing 
plans  should  be  considered  as  a  viable  public  policy  action  by  other  states. 


*    See  Part  IV  for  David  Riemer's  discussion  of  this  plan. 
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4.  DISCUSSION 


RICHARD  CURTIS:  An  important  point  to  emphasize  here  is  the  relationship 
between  a  mechanism,  be  it  the  traditional  insurance  pool  or  some  other 
mechanism,  to  deal  with  the  high  risk  individuals  and  insurance  for  the 
insurable  but  uninsured.  To  the  extent  that  states  are  trying  to  develop 
plans  that  they  are  going  to  market  to  currently  uninsured  populations— very 
small  groups  and  individuals  who  have  not  heretofore  bought  and  who  are 
resistant  to  buying  insurance— there  are  products  out  there,  albeit  limited 
and  probably  very  expensive.  But  if  there  isn't  some  adjunct  mechanism  to 
take  care  of  the  high-risk  folks,  states  are  going  to  experience  the  kind  of 
adverse  selection  that  private  carriers  have  experienced.  It's  going  to  mean 
cost  goes  up  substantially,  and  it's  going  to  mean  that  more  and  more  people 
are  priced  out  of  the  market— adverse  selection  spiral. 

The  State  of  Wisconsin's  application  to  the  Johnson  Foundation  was  the 

first  shot  over  the  bow  in  trying  to  integrate  a  broader  approach  that  would 

allow  an  affordable  product  for  small  employers  by  piggy-backing  onto  the  risk 
pool  to  take  care  of  the  high  risk. 

Whether  or  not  they  can  pull  it  off,  I  don't  know.  It  raises  all  sorts  of 
equity  questions  between  small  employers  who  happen  to  already  ■  cover  their 
employees  and  the  ones  who  would  be  buying  this  new  plan.  But  it's  the  kind 
of  relationship  the  states  are  going  to  need  to  keep  in  mind,  and  as  they  keep 
it  in  mind,  I  hope  they  begin  to  look  at  alternatives  like  the  one  Howard 
Birnbaum  presents  (see  Section  5  below). 

A  big  problem  with  these  traditional  pooling  mechanisms  is  lack  of 
accountability  for  costs.  Although  losses  are  spread  across  all  insurers, 
normally  the  administrators  who  manage  these  programs  do  not  bear  enough  risk 
in  terms  of  their  share  of  losses  to  constitute  the  kind  of  incentive  that  has 
been  effective  for  other  payors  to  adopt  cost  containment  mechanisms  like  case 
management. 

And  when  the  states  look  at  mechanisms  to  take  care  of  high  risk 
individuals,  I  hope  they  bear  in  mind  that  traditional  feeling  and  consider 
mechanisms  that  not  only  might  incorporate  the  kind  of  thing  you're  going  to 
see  described,  but  provide  fiscal  incentives  for  whoever  manages  the  program 
to  make  sure  it  works. 

ANDREW  COBURN:  One  quick  comment  about  the  political  capital.  I  think  in 
the  State  of  Maine,  we've  found  that  the  AIDS  issue  with  respect  to  high  risk 
pools  has  been  actually  a  source  of  political  capital  for  us  in  dealing  with 
the  larger  problem  of  uninsured,  and  I  suspect  that  other  states  are  going  to 
have  similar  experiences. 
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5.    THE  HEALTH  DATA  INSTITUTE'S  CASE  MANAGEMENT  PROGRAM 
by    Howard  Birnbaum 

The  Health  Data  Institute  (HDD  has  worked  predominantly  with  large 
employers  and  insurance  companies.  But  HDI  has  also  worked  with  a  number  of 
Medicaid  programs,  including  those  in  Indiana  and  Colorado.  So  this  work 
spreads  across  both  the  private  and  the  public  sector  and,  I  think,  is 
directly  applicable  to  the  types  of  programs  considered  for  the  high  risk 
insurance  programs. 

In  the  six  years  that  HDI  has  been  in  the  health  data  analysis  business, 
the  industry  has  progressed  considerably.  When  we  started  six  years  ago,  HDI 
worked  with  employers  by  simply  gathering  information  describing  their 
patterns  of  health  utilization,  finding  out  what  their  hospital  length  of  stay 
was,  what  were  the  number  of  dollars,  who  were  their  providers  and  so  forth. 
As  the  industry  and  our  technical  sophistication  developed,  HDI  proceeded  to 
looking  at  normative  factors  such  as  the  number  of  hospital  days  per 
thousand—trying  for  example,  to  describe  whether  650  days  per  thousand 
enrollees  was  high  or  low. 

Starting  about  three  years  ago,  HDI  started  to  provide  services,  including 
both  precertif ication  services  and  case  management  services.  It  is  HDI's  case 
management  program,  which  we  call  OPTIMED,  that  I  will  describe  here. 

Let  me  define  what  we  mean  by  case  management.  I  think  what  we're  doing 
at  HDI  is  different  from  what  most  people  have  in  mind. 

First,  OPTIMED  involves  private  insurance  and  fee  for  service  care.  It  is 
not  a  managed  care  program  provided  with  HMOs  or  groups  of  providers.  Nor 
does  OPTIMED  involve  hospital  discharge  workers.  Rather  OPTIMED  involves  a 
combination  of  insurance  personnel  and  providers. 

The  second  distinguishing  feature  of  OPTIMED  is  that  we  aren't  providing 
case  management  services  to  the  entire  population.  Rather,  OPTIMED  focuses  on 
high  cost  populations. 

There  is  a  logic  to  why  we  focus  on  those  high  cost  populations.  The 
first  point  of  this  logic  is  that  you  do  not  have  to  provide  case  management 
to  everyone.  Actual  data  for  a  large  corporation  of  about  150,000  employees 
emphasize  the  crucial  point.  This  large  employer  had  per  capita  expenditures 
over  $10,000  for  2  percent  of  those  eligible,  accounting  for  43  percent  of 
total  expenditures.  In  contrast,  18  percent  of  the  dollars  were  accounted  for 
by  90  percent  of  the  people  with  low  expenditures  from  $0  to  $2,000  per 
capita.  As  a  result  of  these  types  of  analyses,  HDI  focused  on  developing  a 
case  management  program  that  looks  at  the  few  high  cost  individuals, 
concentrating  case  management  resources  where  they  can  be  most  effective. 

Another  characteristic  of  high-cost  cases  involves  the  distribution  of 
diagnoses.  The  predominant  diagnoses  were  psychiatric  care,  cardiac  care,  and 
malignancies.  High  cost  cases  involve  illnesses  that  are  chronic,  and  have 
long  histories  of  care.  We're  not  talking  about  sudden,  acute  episodes. 
Little  of  the  money  is  in  trauma,  stroke,  or  other  diagnoses  with  sudden 
onsets.  Thus,  most  of  the  money  is  for  care  that  is  predictable,  so  that  once 
you  have  identified  that  a  patient  has  certain  high  cost  diagnosis,  you  can 
reasonably  predict  what  their  expenditures  are  going  to  be. 
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A  final  important  characteristic  of  the  high  cost  population  is  the  focus 
on  inpatient  care.  Of  the  dollars  spent  on  the  high  cost  population  of  this 
employer,  88  percent  went  to  hospital  inpatient  care.  In  contrast,  the 
non-high-cost  population  (those  that  had  less  than  $10,000  of  expenditure 
annually)  had  about  one-half  that  concentration  in  inpatient  care.  There  are 
significant  cost-saving  opportunities  to  focus  on  providing  nontradi tional 
types  of  care,  that  is,  taking  care  traditionally  provided  in  an  inpatient 
setting  and  providing  it  in  an  outpatient  setting. 

Now,  having  made  those  observations,  I  want  to  emphasize  that  I  am  not 
saying  that  expensive  patients  do  not  need  a  lot  of  care.  Rather,  research 
has  shown  that  the  patients  who  cost  the  most  are  where  the  most  inappropriate 
inpatient  stays  occur,  admissions  that  could  be  better  dealt  with  on  an 
outpatient  basis,  and  so  forth.  It  is  also  true  that  high  cost  patients 
treated  on  an  inpatient  care  potentially  could  have  better  quality  care,  if 
their  care  were  managed  and  provided  in  an  outpatient  setting. 

What  HDI  means  by  case  management,  therefore,  is  the  optimal  matching  of 
resources  in  terms  of  the  objectives  of  the  patient,  of  the  physician,  and  of 
the  insurer.  This  is  a  somewhat  theoretical  statement.  The  way  that  this 
optimal  matching  can  be  achieved  is  by  looking  at  opportunities  for  reducing 
inappropriate  care,  and  for  focusing  on  care  which  can  be  better  provided  in 
home-based  situations  or  perhaps  a  rehabilitation  hospital,  than  in  an 
inpatient  setting  designed  to  care  for  acute  episodes. 

The  key  to  achieving  better  matching  is  information.  The  physician  makes 
the  clinical  assessment,  and  in  most  cases  is  doing  a  perfectly  reasonable 
job.  The  patient  has  his  or  her  preferences,  and  doctor  and  patient 
traditionally  have  discussed  these  together.  The  payor,  the  insurer, 
traditionally  has  not  been  a  party  to  these  discussions.  Traditionally,  the 
insurer  writes  a  benefit  package,  the  claims  are  processed,  and  that's  the  end 
of  it. 

The  case  management  program  that  HDI  has  developed  works  with  all  three  of 
those  groups  (i.e.,  the  physician,  the  patient,  and  the  insurer).  Typically, 
many  benefits  are  not  covered  or  included  in  the  benefit  package  because 
there's  a  concern  that  adding  certain  types  of  benefits  would  allow  more 
patients  to  use  them  who  don't  really  need  them.  Recognizing  this,  HDI  works 
with  insurers  on  an  exception  basis — by  gathering  information  from  physicians 
and  patients,  finding  out  what  resources  are  available  in  the  community,  and 
whether  or  not  those  services  are  covered  under  the  insurance  program  that  the 
patient  has.  If  the  services  are  cost  effective,  HDI  works  with  the  insurers 
to  seek  an  exception  in  that  case. 

Let  me  provide  a  concrete  example  that  happened  several  weeks  ago.  A 
physician  in  a  large  city  who  had  been  out  of  training  about  ten  years  ago  had 
a  patient  with  osteomyelitis.  He  wasn't  aware  that  this  case  could  be  treated 
as  an  at  home  situation,  by  providing  intravenous  antibiotics  at-home.  The 
OPTIMED  case  manager  found  out  about  the  case  and  talked  to  the  physician. 
The  physician  said,  "Well,  I  don't  know  about  this.  Is  it  really  true  or 
not?"  The  case  manager  sent  some  articles  that  had  been  published  in  the 
medical  journals,  and  also  connected  the  physician  with  another  expert 
physician  at  a  local  teaching  hospital  who  confirmed  that  this  was  reasonable 
care.     So  the  physician  said,  "That's  fine.    Now,  how  am  I  going  to  get  home 
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care  covered  by  the  patient's  insurance?"  Having  the  permission  of  the 
patient  and  the  physician  to  provide  this  care,  the  OPTIMED  case  manager  went 
to  the  insurance  company,  documented  how  home  care  for  the  patient  could  in 
fact  save  money  and  that  it  was  to  the  benefit  of  the  patient,  and  that  the 
physician  agreed.  The  insurer  said,  "Fine.  Go  ahead  and  do  that."  The 
services  were  covered  and  the  patient  was  well  cared  for  at  home. 

The  resources  involved  in  this  type  of  case  management  are  predominantly 
clinical.  HDI  has  on  staff  a  large  number  of  nurses  with  clinical  specialties 
that  are  appropriate  to  these  kinds  of  patients.  They  operate  out  of  a 
central  location,  for  the  most  part,  using  an  800  telephone  number.  HDI  also 
has  local  offices  scattered  throughout  the  country  for  cases  where  in-person 
meetings  are  appropriate,  and  also  to  gather  information  on  alternative 
vendors  of  service  and  the  prices  that  would  be  charged,  as  well  as  what  the 
quality  of  their  care  would  be. 

What  becomes  crucially  important  is  the  gathering  of  information  from 
physicians  and  nurses.  Open-ended  conversations  about  what  is  in  the  medical 
record  simply  would  not  be  accepted  by  the  medical  community.  To  address 
these  issues,  HDI  has  developed  a  detailed  set  of  clinical  protocols 
appropriate  to  different  conditions.  HDI  nurses  use  these  protocols  to  gather 
specific  types  of  case-specific  information.  I'll  provide  an  example  of  the 
protocols  in  a  moment.    But  first  I  want  to  summarize  the  OPTIMED  process. 

The  four  components  of  the  OPTIMED  program  are  1)  identification,  how  do 
you  identify  the  patient;  2)  assessment,  case  assessment  of  the  needs  of  the 
patient  in  terms  of  medical  and  social  support;  3)  actually  managing  the 
service;  and  4)  information  reporting.  The  last  item  (reporting)  is  very 
important  for  HDI  clients  because  they  want  to  know  what  they're  getting  for 
their  money.  Is  OPTIMED  saving  money?  So  in  all  cases  there  is  documentation 
and  tracking  patient  expenditures  over  time. 

The  predominant  focus  of  the  identification  step  is  preauthori zation .  The 
reason  that  it  is  important  to  work  case  management  through  a  preauthori zation 
program  is  to  identify  the  patients  as  early  as  you  can  in  the  process.  It  is 
not  adequate  to  wait  until  a  patient  has  $30,000  or  $40,000  of  expenses  or  a 
certain  length  of  stay  in  the  hospital,  because  by  that  time  you've  missed 
many  opportunities,  and  the  course  of  treatment  is  very  well  set.  There  is 
often  not  too  much  a  case  manager  can  do.  But  if  you  can  identify  patients 
who  are  likely  to  have  these  large  expenditures  early  on  in  the  course  of 
treatment,  then  from  the  very  beginning  the  case  manager  can  work  with  the 
patients  and  the  physicians  to  develop  a  top  notch  case  management  program. 

What  HDI  has  developed  for  preauthorization  is  a  set  of  diagnostic  and 
procedure  flags  for  hospital  admissions.  When  these  cases  come  up,  a  flag  in 
the  patient's  computer  record  alerts  the  case  manager  that  this  is  a  potential 
patient.  The  case  manager  contacts  the  physician  the  next  day  and  discusses 
what  the  course  of  treatment  would  be. 

There  are  other  ways  to  identify  case  management  patients.  For  example, 
when  the  patient  is  admitted  to  the  hospital,  there  is  an  eligibility  check. 
You  can  again  use  this  as  a  means  of  identifying  patients  with  certain 
diagnoses  or  procedures.  Why  is  the  patient  being  admitted?  Also,  if  there 
are  potentially  expensive  cases,  you  would  be  able  to  identify  them  through 
claims    processing,    as    I    suggested,    through    a    self-referral,    and  through 
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physicians  who  actually  know  about  the  program,  who  call  up  and  say,  "I  want 
to  put  a  patient  on  OPTIMED."  This  typically  happens  after  we've  worked  with 
several  of  a  physician's  cases.  Sometimes  it  turns  out  that  they  cannot  be 
admitted  because  their  insurance  program  isn't  a  participant  in  the  program. 
But  physician  referrals  are  an  important  source  for  any  kind  of  case 
management  program. 

Another  way  to  identify  patients  is  through  admission  diagnosis,  such  as  a 
patient   with   a   cardiovascular   condition   or   certain   types   of  pneumonia. 
Certain  procedures  simply  end  up  costing  a  significant  amount,  both  in  terms 
of  the  procedure  itself  as  well  as  the  length  of  stay  in  the  hospital. 

Another  way  to  identify  patients  through  a  preauthorization  program  is 
through  length  of  stay  extensions  for  patients  who  have  been  admitted  to  a 
hospital  for  an  initial  period  of  time.  The  physician  calls  up  and  says, 
"That  five  days  that  you  initially  authorized  was  fine,  and  now  I  need  an 
extension,"  and  you  start  probing  why,  and  find  out  that  there  is  some 
complication.  Basically,  any  extension  would  be  grounds  to  start  considering 
whether  or  not  case  management  would  be  appropriate. 

Then  assessment  begins,  in  order  to  answer  the  question:  Is  the  patient 
appropriate  for  case  management?  This  is  where  the  protocols  come  in.  As 
I've  mentioned,  it's  important  to  assess  a  patient's  clinical  status  by  using 
the  protocols  to  avoid  fishing  expeditions  and  gathering  lots  of  irrelevant 
information.  Protocols  are  also  useful  so  that  no  matter  which  nurse  is 
involved  in  the  case  •  management,  the  basic  approach  is  the  same  for  all 
patients  with  the  same  condition.  One  of  the  major  concerns  in 
precertification  programs  as  well  as  case  management  programs  not  using  a 
protocol  system  is  that  different  reviewers  authorize  different  types  of 
care.  Using  protocols  that  deal  with  patients  in  a  consistent  fashion  solves 
that  problem. 

For  patients  likely  to  be  high  cost  cases,  quality  of  care  is  a  key  issue 
in  the  assessment  process:  While  it's  not  possible  to  distinguish  between 
high  quality  and  adequate  quality  of  care,  it's  often  very  easy  to  distinguish 
poor  quality  care.  In  fact,  one  of  the  major  things  that  we're  finding  is 
that  while  OPTIMED  saves  money  for  our  clients  in  terms  of  the  case  management 
program,  the  quality  of  the  care  provided  is  actually  improved  in  a  large 
number  of  cases  by  identifying  procedures  that  are  outmoded  or  that  should  not 
be  performed  under  certain  conditions. 

Finally,  is  there  an  alternative?  Can  the  alternative  care  be  provided 
locally?  Is  there  some  other  provider  in  the  area  that  can  provide  ventilator 
treatment  for  a  child,  for  example?  Not  every  county  in  the  United  States 
would  have  those  facilities.  It's  important  not  only  to  look  at  the  resource 
needs  but  also  whether  or  not  the  alternative  is  cost  effective.  As  I 
suggested,  a  lot  of  the  alternatives  that  case  managers  consider  in  their 
recommendations  are  not  traditionally  funded  by  insurer  programs  in  the  usual 
benefit  package,  so  frequently  HDI  has  to  work  with  the  insurers  to  document 
why  something  is  cost  effective  on  an  exception  basis.  The  case  manager  has 
to  identify  what  the  treatment  alternatives  would  be  for  a  given  patient. 

HDI  has  developed  a  series  of  algorithms  that  list  all  the  factors  to  be 
accounted  for  in  estimating  the  cost  of  alternatives.  HDI  also  is  developing 
an  inventory  of  alternative  providers  throughout  the  country  and  what  their 
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rates  are.  So,  if  there  was  a  patient,  for  example,  in  Chicago  who  needs  this 
type  of  care,  we  would  know  who  the  providers  of  day  hospital  care  are  in  the 
Chicago  area  and  what  the  alternative  rates  would  be.  HDI  would  be  able  to 
locate  one  that  was  close  to  the  area  in  which  the  patient  was  living  and  then 
calculate  out  the  cost. 

Having  identified  the  patient  and  made  an  assessment,  the  next  step  then 
is  to  actually  manage  the  service.  One  factor  involved  here  is  qualifying 
vendors:  finding  out  who  are  the  alternative  vendors  of  home  antibiotics,  day 
care  facilities  and  so  on,  and  arranging  the  services.  Sometimes  that  can  be 
done  by  the  discharge  worker  in  the  hospital  or  by  the  physician  or  the 
patient,  and  if  that's  the  case,  fine.  In  other  cases,  it  is  necessary  for 
the  case  manager  to  actually  arrange  the  service  as  well  as  negotiate  the 
price,  monitor  the  service,  review  the  bills,  make  sure  that  what  is  provided 
is  exactly  what  was  agreed  to  in  the  treatment  plan  and  whether  the  prices 
charged  are  the  same  as  what  was  negotiated,  and  then,  finally,  to  assess  the 
impact  of  this  and  report  to  the  payor  on  a  periodic  basis. 

A  good  example  of  this  is  the  services  needed  for  the  home  care  of  a 
ventilator-dependent  child.  The  complexity  of  the  types  of  services  that 
would  be  arranged  in  this  case  is  considerable.  Many  physicians  would  throw 
up  their  hands  and  say,  "Well,  that's  really  great,  but  how  am  I  going  to 
arrange  to  have  all  of  these  oxygen  supplies  and  the  VNA  and  respite  care,  and 
how  is  all  that  going  to  happen?"  In  the  example  I  am  thinking  of  the  family 
did  not  exist;  but  fortunately,  the  case  manager  was  there  and  was  able  to 
quickly  put  together  a  package  using  HDI ' s  inventory  of  local  providers. 

This  inventory,  then,  is  one  of  the  advantages  of  the  information  system 
that's  been  developed. 

Looking  towards  the  future,  we  see  that  there  are  other  firms  besides  the 
Health  Data  Institute  that  are  providing  case  management.  What  we  are  finding 
is  more  and  more  incorporation  of  provider  functions  —  that  is,  making 
arrangements  with  providers  of  DME  equipment,  of  home  health  care,  various 
rehabilitation  facilities,  and  so  forth,  to  involve  the  PPO  networks  for 
alternative  care  and  developing  these  networks. 

I  would  like  to  close  by  noting  that  in  some  ways,  case  management  is  the 
proverbial  "old  wine  in  new  bottles."  What  is  different  about  my  subject 
today  is  the  notion  of  i nformation .  We  are  not  talking  about  individual 
social  service  workers  or  individual  providers  providing  case  management,  but 
rather,  a  national  network  of  providers  and  a  national  inventory  of 
alternative  providers,  and  of  medical  protocols  that  are  computer  driven, 
contain  all  the  information,  and  are  able  to  match  up  what  is  recommended 
with  the  claims  that  in  fact  are  provided,  so  that  reports  can  get  delivered 
on  the  cost-effectiveness  of  this  care. 

It  is  this  information  management  system  that  really  distinguishes  OPTIMED 
case  management.  OPTIMED  is  increasingly  common  in  the  private  sector,  and  I 
would  like  to  think  it  is  appropriate  to  some  of  the  programs  for  high-risk 
patients  and  for  the  uninsured  and  for  expensive  patient  catastropn i c 
insurance  programs  throughout  the  country. 
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6.  DISCUSSION 


RICHARD  CURTIS:  The  people  from  Wisconsin  mentioned  that  a  very  low 
number  of  people  enroll  in  these  risk  pools.  On  the  other  hand  they're  almost 
all  high  cost  individuals  by  definition.  Is  a  risk  pool  of  say  1,500  high 
cost  individuals  a  big  enough  pool  for  you  or  your  competitors  to  handle? 

HOWARD  BIRNBAUM:    Oh,   absolutely.     One  hundred  people  would  be  enough. 
HDI   has   developed   a   central    location   where   enough   nurses   are  located. 
There's  an  800  number,  so  we're  dealing  with  patients  throughout  the  country 
now.    And  we  have  these  inventories  of  providers  throughout  the  country  that 
have  been  developed  by  our  local  nurses,  who  are  also  available. 

ANDREW  COBURN:  How  do  people  contract  and  pay  you  for  this  kind  of 
service?    Is  it  on  a  per  patient  basis? 

HOWARD  BIRNBAUM:  There  are  two  ways.  If  it's  an  insurer,  we  typically 
would  charge  a  per  capita  fee  per  month,  on  the  order  of  around  a  dollar  a 
person  a  month.  What's  more  common,  however,  is  that  we  simply  provide  the 
service  on  a  time  and  materials  basis.  The  payback  for  this,  I  should 
mention,  is  about  10  to  1  so,  that  for  every  dollar  that's  invested  on  a  time 
and  materials  basis,  you  end  up  saving  about  10.  We've  documented  that  any 
number  of  times;  so  there's  tremendous  opportunity  here  for  saving  money  as 
well  as    providing  good  quality  care. 

We  were  very  concerned  about  malpractice  liability  when  we  started  this, 
as  you  can  imagine,  and  there  was  a  substantial  amount  of  money  socked  away 
for  legal  fees.  But  to  my  knowledge,  there  has  never  been  a  malpractice 
case.  There's  never  been  a  problem,  even  though  potentially  that's  an 
issue. 

RICHARD  CURTIS:  It  sounds  like,  in  your  program,  you  only  do  things  the 
patient  has  agreed  to,  or  actually  prefers;  is  that  part  of  the  reason? 

HOWARD  BIRNBAUM:  I  think  that's  a  major  reason.  This  is  really  a 
collective  decision.  It's  not  forced  on  the  patient,  it's  not  forced  on  the 
physician.  The  case  manager  is  really  the  facilitator,  is  the  coordinator,  is 
helping  both  of  them. 
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PARI  VIII 


Arizona 


Health  Care  Group  Program 

The  Arizona  Health  Care  Cost  Containment  System  (AHCCCS),  the  state's 
indigent  health  care  and  Medicaid  demonstration  program,  is  implementing  the 
Health  Care  Group  (HCG)  program  to  allow  coverage  to  be  marketed  to  small 
business  employees.  Development  of  HCG  is  supported  by  a  grant  from  the 
Robert  Wood  Johnson  Foundation.  It  is  expected  that  HCG  will  be 
self-sufficient  and  not  require  public  funding.  Coverage  under  HCG  is 
provided  by  the  prepaid  health  plans  currently  under  contract  with  AHCCCS.  A 
phased  implementation  will  be  used  to  ensure  that  all  systems  and  procedures 
are  functioning  smoothly.  A  health  plan  in  rural  Gila  County  will  begin 
enrolling  members  by  mid-July  1987;  Pima  County  (Tucson)  will  begin  October  1, 
1987;  and  Maricopa  County  (Phoenix)  and  all  other  counties  will  begin  January 
1,  1988. 

Target  Population 

The  market  for  HCG  coverage  is  estimated  to  be  230,000  small  business 
employees.  If  dependents  are  included  the  market  potential  increases  to 
approximately  590,000  persons.  These  estimates  are  based  on  the  results  of 
two  surveys  sponsored  by  AHCCCS  that  found: 

t       there  are  more  than  65,000  businesses  with  25  or  fewer  employees; 

•  of  1964  employers  having  25  or  fewer  employees,  43  percent  do  not 
provide  medical  insurance  of  any  kind;  and 

•  the  percentage  of  responding  employers  who  provide  medical  insurance 
varies  by  county  from  19  percent  in  rural  Gila  County  to  58  percent 
in  urban  Maricopa  County. 

The  Arizona  Department  of  Economic  Security  (DES)  reports  that  there  are 
300,000  employees  of  small  business;  about  137,000  of  whom  would  be  eligible 
for  HCG.  When  self-employed  individuals  and  persons  employed  by  small  groups 
that  are  not  required  to  report  to  DES  (approximately  93,000  persons)  are 
added,  the  potential  market  totals  230,000  employees.  A  survey  of  those 
persons  employed  by  small  business,  but  who  are  uninsured,  yeilds  the 
following  characteristics: 

•  Almost  3/4  (72%)  are  between  18  and  44  years  of  age; 

•  56  percent  are  female; 

•  59  percent  are  married; 

•  55  percent  have  household  incomes  of  $24,000  or  less;  and 

•  26  percent  have  household  incomes  of  $14,000  or  less. 
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Benef i ts 


Under  HCG,  four  benefit  options  will  be  available.  All  four  options  cover 
the  same  service  package  including  hospitalization,  lab  and  x-ray,  physician 
visits,  prescription  drugs,  emergency  services,  and  maternity  care.  The 
benefit  options  differ  in  the  amount  of  cost-sharing  and  dollar  limits. 


Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches 

Services  are  provided  by  the  managed  health  care  plans.  Each  health  plan 
will  develop  its  own  rates  using  its  own  utilization  and  costs 
assumptions.  Since  it  is  anticipated  that  there  will  be  numerous 
participating  health  plans  in  each  county,  a  competitive  environment  will 
prevai 1 . 

2.  Administrative  Approaches 

The  Health  Care  Group  is  administered  through  the  AHCCCS  program.  By 
state  law,  only  those  prepaid  plans  currently  under  contract  with  AHCCS 
have  the  opportunity  to  participate  in  HCG. 

Cost  controls  in  HCG  are  explicit  in  that  the  benefit  options  are 
differentiated  by  the  amount  of  cost-sharing  and  the  dollar  limits  of 
coverage — ranging  from  catastrophic  coverage  to  a  traditional  prepaid 
(HMO)  package  of  services. 


Financing  Mechanisms 

1.    Revenues  from  Private  Resources 

Individual  employees  are  responsible  for  the  premiums.  Employer 
contributions  are  encouraged,  but  not  required.  To  protect  against 
adverse  selection,  a  50  percent  minimum  group  participation  is  required. 
An  employer  cannot  purchase  coverage  if  group  insurance  has  been  provided 
to  employees  within  the  previous  six  months.  This  underwriting 
restriction  was  added  in  response  to  concerns  voiced  by  health  insurers 
over  the  state  entering  the  private  insurance  market. 

In  order  to  be  eligible  for  the  Health  Care  Group,  a  business  must  have  25 
or  fewer  employees.  An  eligible  employee  must  work  at  least  20  hours  per 
week,  with  an  anticipated  employment  of  five  months  following  enrollment. 
Employees  must  reside  in  Arizona,  and  the  business  must  be  located  in 
Arizona.  Self-employed,  sole-proprietors  are  also  eligible  if  they  can 
prove  that  they  are  employed  in  their  business  at  least  20  hours  per  week. 

Obtaining  reinsurance  at  a  deductible  low  enough  to  meet  the  needs  of  the 
participating  health  plans  has  been  the  major  obstacle  faced  by  this 
program,  although  the  problem  now  seems  to  have  been  resolved.  The  Health 
Care  Group  will  contract  with  a  reinsurance  carrier  on  behalf  of  all 
participating  health  plans  (potentially  as  many  as  14  plans).  A  specified 
amount   for    reinsurance    will    be    included    in    the    premium   paid    by  the 
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employer  (or  employees).  At  the  end  of  each  month,  the  Health  Care  Group 
will  determine  the  number  of  active  members  per  health  plan,  and  calculate 
the  amount  owed  the  reinsurance  carrier  (it  is  a  per  member  per  month 
charge).  HCG  will  then  deduct  that  amount  from  the  plan's  total 
capitation  and  submit  the  payment  to  the  reinsurance  carrier.  The  health 
plans  will  be  responsible  for  submitting  all  claims.  The  Health  Care 
Group  is  merely  holding  the  contract  and  serving  as  a  conduit  for  payment 
of  the  premium. 

2.    State  Revenues 

The  Health  Care  Group  is  self-supporting.  There  will  be  no  state  monies 
expended  on  HCG.  Start-up  funding  was  supported  by  a  grant  from  the 
Robert  Wood  Johnson  Foundation.  Costs  associated  with  marketing,  premium 
billing,  and  technical  assistance  will  be  paid  for  through  an 
administrative  charge  added  to  the  premium. 


Other  Programs 

AHCCCS  is  Arizona's  indigent  health  care  program.  Created  in  1982  as  a 
Medicaid  demonstration  project,  AHCCCS  provides  health  care  coverage  to  the 
low-income  population  through  contracts  with  prepaid  managed  care  plans.  The 
program  primarily  covers  two  basic  groups:  categorical  eligibles  who  receive 
AFDC  or  SSI;  and,  those  who  qualify  as  medically  needy  or  medically  indigent 
who  meet  income  and  resource  criteria  established  by  the  state.  Federal 
matching  funds  are  available  for  categorical  recipients,  the  state  pays  for 
the  medically  needy  and  medically  indigent. 

HCG  was  designed  to  fill  gaps  created  by  the  "match  group":  those 
individuals  who  earn  too  much  to  be  eligible  for  AHCCCS,  but  earn  too  little 
to  afford  private  health  insurance  (or  medical  care). 
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Florida 


The  state  of  Florida  is  considering  development  of  a  state  sponsored,  self 
supporting  Multiple  Employer  Trust  to  provide  health  insurance  to  small 
employers  and  their  employees.  The  state  has  received  a  grant  from  the  Robert 
Wood  Johnson  Foundation  to  fund  a  three-year  demonstration  project  in 
Hillsborough  County  (Tampa)  and  several  rural  counties  to  test  the  design.  If 
authorizing  legislation  is  enacted,  the  Trust  would  be  administered  by  a 
nonprofit  public  service  corporation  with  a  Board  appointed  by  the  Governor. 

Research/Analysi  s/Surveys 

Surveys  of  employers  and  employees  would  be  conducted  during  the  first  year  to 
obtain  information  for  marketing  and  actuarial  analysis.  Surveys  of  providers 
also  would  be  made  to  determine  both  uncompensated  care  costs  incurred  by 
providing  care  to  low-income  employed  persons  and  the  extent  providers  are 
able  to  discount  usual  and  customary  charges. 

Target  Population 

Eligibility  for  coverage  from  the  Trust  would  be  limited  to  full-time 
employees  (and  their  families)  who  work,  for  employers  with  10  or  fewer 
full-time  employees.  Employers  who  had  sponsored  a  group  health  plan  within 
the  previous  6  months  would  be  ineligible  for  trust  membership  and  employers 
with  high  per  capita  wages  or  revenues  also  may  be  excluded.  The  plan  may 
consider  a  minimum  enrollment  period  to  increase  the  Trust's  stability,  and 
employers  may  be  required  to  assure  the  enrollment  of  all  or  a  certain 
percentage  of  their  eligible  employees.  Trust  enrol  lees  who  lose  their  jobs 
would  be  able  to  retain  their  coverage  by  paying  the  entire  premium  cost. 

Benef i  ts 

Because  of  differences  in  employee  income,  preferences  and  demand  for 
coverage,  more  than  one  benefit  plan  would  be  offered.  The  plans  offered  may 
include:  a  comprehensive  ambulatory  care-only  plan;  a  comprehensive  ambulatory 
care  and  limited  acute  care  plan;  a  comprehensive  ambulatory  and  acute  care 
plan;  and,  a  comprehensive  health  care-only  plan.  All  plans  would  include 
some  form  of  employee  cost  sharing,  including  deductibles,  copayments  and 
coinsurance  requirements. 

Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches 

Services  would  be  provided  only  through  a  limited  choice,  managed  care 
delivery  system  established  by  the  Trust.  Enrollees  would  be  required  to 
select  a  primary  care  physician  to  provide  or  authorize  all  the  enrollee's 
care.  A  variety  of  cost  containment  strategies  also  would  be  considered, 
including:  preauthori zation  of  elective  admissions;  second  surgical 
opinions;  peer  reviews;  preventive  care  approaches  and  member  incentives; 
DRG  acute  care  reimbursement  system;  alternatives  to  inpatient  care;  and, 
enrollee  cost  sharing.  The  state  expects  to  be  able  to  negotiate 
significant  discounts  from  providers  because  the  population  targeted  by 
the  Trust  accounts  for  a  substantial  percentage  of  current  uncompensated 
charges . 
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2.  Administrative  Approaches 


Underwriting  and  health  screening  to  exclude  high  risk  businesses  and  high 
risk  employees  would  be  considered  to  reduce  the  Trust's  risks.  High  risk 
employees  excluded  from  the  trust  may  be  permitted  to  enroll  in  the 
state's  Comprehensive  Health  Association  (high  risk  pool),  and  the 
possibility  of  premium  subsidies  from  Trust  surplus  for  those  employees 
enrolling  in  the  Comprehensive  Health  Association  would  be  considered. 

Financing  Mechanisms 

1.  Revenues  from  Private  Sources 

The  Trust  would  be  supported  entirely  by  employer  and  employee  premiums. 
Premium  rates  would  be  based  on  employee  income  with  no  adjustments  for 
age,  sex  or  family  size.  Employers  may  be  required  to  pay  some  part  of 
the  premium  and  the  proportion  of  premiums  paid  by  employers  and  employees 
may  vary  for  different  employers. 

2.  State  Revenues 

To  protect  the  financial  viability  of  the  Trust  during  the  demonstration 
period,  the  state  would  reinsure  the  Trust. 

Other  Activities 

The  Comprehensive  Health  Association  is  a  state  created  risk  sharing  pool  of 
private  insurance  carriers  which  began  operation  in  1983.  A  person  is 
eligible  to  receive  coverage  if  the  person  has  been  refused  similar  coverage 
by  at  least  two  insurance  carriers.  The  Association  offers  three  choices  of 
deductibles  ($1000,  $1500,  and  $2000),  with  a  $500,000  lifetime  benefit 
limitation.    Premiums  are  limited  to  200X  of  the  standard  risk  rate. 
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Haine 

Managed  Care  Insurance  Plan 

The  State  of  Maine  is  developing  an  insurance  plan  and  a  managed  care  delivery 
system  to  serve  the  low-income  uninsured  and  medical  assistance  populations. 
The  state  has  received  a  grant  from  the  Robert  Wood  Johnson  Foundation  to 
implement  the  program  on  a  three  year  demonstration  basis.  This  demonstration 
is  a  collaborative  effort  of  the  Maine  Department  of  Human  Services  and  the 
University  of  Southern  Maine.  The  project  estimates  that  3000  uninsured 
persons  and  2000  Medi cai d/AFDC  recipients  will  be  enrolled  in  one  urban  and 
one  rural  demonstration  site. 

Research/Analysi  s/Surveys 

The  Human  Services  Development  Institute  at  the  University  of  Southern  Maine 
produced  a  report  in  1986  entitled  "Health  Insurance  Coverage  in  Maine:  An 
Analysis  of  the  Problem,  Its  Effects  and  Potential  Solutions." 

Target  Population 

The  insurance  plan  will  be  available  to  uninsured  low  income  individuals  and 
Medicaid  enrollees.  Enrollment  for  non-Medicaid  eligible  individuals  and 
their  families  will  be  open  throughout  the  year  and  will  be  coordinated  with 
job  training  and  placement  programs,  the  state's  Welfare  Education  and 
Employment  Training  Program  and  small  business  development  centers. 

Businesses  which  currently  do  not  provide  health  benefits  will  be  able  to 
purchase  coverage  for  their  employees  through  the  plan  by  contributing  toward 
premium  costs.  Interested  Medicaid  recipients  in  the  demonstration  area  will 
be  identified  through  an  "informed  choice"  campaign,  including  face-to-face 
education  and  counseling  conducted  by  Medicaid  EPSDT  program  outreach  workers. 

Benef i ts 

Comprehensive  acute  and  primary  care  services  will  be  offered. 
Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches 

Medical  services  will  be  provided  through  a  managed  care  delivery  system 
created  by  the  project. 

Co-payments  may  be  imposed  on  particular  services  (e.g.,  non-emergent 
emergency  room  use).  Arrangements  may  be  developed  regarding  pre-op 
worK-ups,  in-and-out  surgery  and  use  of  hospital  laboratory  services  to 
minimize  costs. 

2.  Administrative  Approaches 

Not  yet  determined.  The  state  will  explore  potential  contractual 
arrangements  for  fund  management,  billing  and  accounting  functions  and 
utilization  review. 
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Financing  Mechanisms 


The  plan  will  be  financed  through  enrol  lee  and  employer  premiums,  payments 
from  the  Medicaid  program,  annual  state  appropriations,  and  hospital  charity 
care  allowances. 

1.  Revenues  from  Private  Sources 

Individual  enrollees  will  pay  premiums,  subsidized  on  a  si iding-scale  by 
the  state  based  on  family  income  and  assets.  Businesses  which  provide 
health  benefits  for  their  employees  through  the  plan  will  contribute 
toward  premium  costs.  State  subsidies  for  small,  low-volume  businesses 
may  be  considered. 

The  charity  care  contributions  will  be  provided  through  the  state's 
hospital  prospective  payment  system.  Currently,  a  hospital's  bad  debt  and 
charity  care  are  considered  in  setting  third  party  reimbursement  rates. 
The  plan  would  negotiate  with  participating  hospitals  to  provide  a 
specified  amount  of  free  care  to  non-Medicaid  eligible  plan  enrollees. 
The  free  care  would  be  recognized  as  part  of  a  hospital's  bad  debt/charity 
care  experience  by  the  Maine  Health  Care  Finance  Commission  in 
establishing  the  revenue  limits  and  payor  rates.  It  is  hoped  that  since 
plan  enrollees  will  be  drawn  from  the  population  that  now  produces  bad 
debt/charity  care,  the  level  of  free  care  provided  by  a  hospital  will  be 
offset  by  a  reduction  in  its  other  bad  debt/charity  care  experience. 

2.  State  Revenues 

The  Medicaid  program  will  make  monthly  payments  to  the  plan  to  cover  the 

costs    of    Medicaid    enrollees  in    the   plan.     State   appropriations  will 

subsidize  non-Medicaid  enrol  lee  and  employer  premiums. 

Other  Activities 

In  addition  to  the  managed  care  demonstration  project,  the  State  is 
considering  expansion  of  eligibility  for  the  State's  Medicaid  medically  needy 
program  and  creation  of  a  high  risk  pool  for  medically  uninsurable  individuals. 
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Massachusetts 


[Editor's  Note:  As  this  publication  goes  to  the  press,  Governor  Dukakis 
is  proposing  an  initiative  to  extend  health  care  coverage  to  everyone  in 
the  state.    The  initiative  would: 

•  require  all  employers  to  provide  health  care  coverage  to  their 
employees  (this  would  require  an  amendment  to  the  federal  ERISA  law); 

•  impose  a  surcharge  on  employers,  if  the  ERISA  exemption  amendment 
fails,  that  would  operate  similar  to  the  surcharge  for  unemployment 
insurance.  Those  employers  already  providing  health  insurance  would 
be  exempted  from  the  surcharge  through  the  use  of  credits; 

•  allow  a  buy-in  of  continued  Medicaid  coverage  for  disabled  Medicaid 
recipients  who  return  to  work,  similar  to  the  existing  program  for 
former  AFDC  recipients. 

These  initiatives  will  be  introduced  in  the  legislature  during  the  next 
two  months . ] 

Study  Commission  on  Health  Care  Financing  and  Delivery  Reform 

The  Study  Commission  for  Health  Care  Financing  and  Delivery  Reform 
(Commission)  was  created  through  legislation  enacted  in  October  1985  to  study 
competition  in  both  the  insurance  market  and  the  health  care  delivery  system 
as  well  as  the  adequacy  of  existing  methods  of  providing  financial  access  to 
health  care  services.  The  Commission  created  three  committees  to  identify 
issues  and  develop  policy  options  for  review  by  the  Commission  and  public 
comment.  The  Health  Care  Service  Delivery  Committee  was  charged  with 
examining  whether  the  state  should  move  toward  a  competitive  market  model  or  a 
government  determined  model  of  health  care  delivery.  The  Health  Insurance 
Committee  was  responsible  for  assessing  the  health  insurance  environment  in 
Massachusetts,  including  competition  among  carriers,  regulatory  requirements, 
the  impact  of  ERISA  on  the  private  insurance  market,  and  the  impact  of 
existing  and  proposed  subsidies.  The  Committee  on  Access  for  the 
Uni nsured/Underi nsured  was  responsible  for  developing  options  for  improving 
access  to  health  care. 

A  series  of  regional  public  meetings  were  convened  in  October  to  elicit  public 
response  to  principles  and  policy  options  developed  by  the  Commission.  Based 
on  the  public  remarks  and  further  policy  and  legal  analysis,  the  Commission 
made  a  final  report  to  the  legislature  January  31,  1987. 

Subcommittee  on  Access  for  the  Uni nsured/Underi nsured 

The  Subcommittee  on  Access  for  the  Uninsured/Underinsured  issued  an 
initial  report  on  August  1,  1986  which  identified  various  models  and 
concepts  for  further  study.  The  Committee  is  continuing  to  refine  the 
models  through  technical  and  legal  analysis.  For  example,  employer 
mandated  coverage  has  been  dropped  from  consideration.  Such  a  mandate  was 
understood  to  be  legally  problematic,  but  was  included  in  the  report  for 
thoroughness  and  to  stimulate  discussion. 
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Principles  Contained  in  the  Models 

The  report  lists  the  major  similarities  and  special  features  of  the  models 

presented: 

Major  Similarities 

Several  models  involve  some  form  of  employer  mandated 
coverage. 

All  models  except  one  rely  on  existing  insurers. 

Most  models  would  impose  minimum  benefit  floors. 

Most  models  would  include  in  their  financing  some  form 
of  employer  payments,  and  general  revenues  to 
subsidize  individuals'  premiums  based  on  income. 

Almost  all  models  would  include  a  residual  program  to 
deal  with  the  remaining  cases  where  coverage  is 
lacking  or  inadequate. 

Special  Features 

One    or    more    of    the    models    would    incorporate  the 
following  features: 

Replace  the   current  system  with  a  publicly  financed 
delivery  system  like  the  Canadian  program. 

Offer  basic  and  supplemental  coverage  with  a  mandated 
minimum  benefit  floor  like  a  catastrophic  program. 

Mandate  employee  coverage. 

Mandate  dependent  coverage. 

Mandate  insurers  to  provide  nongroup  coverage. 

Mandate  minimum  employer  premium  contributions. 

Mandate    schools    and    colleges     to    assure  student 
coverage. 

Offer    tax    incentives   or   other   subsidies   to  certain 
employers . 

Pool  all  state  employees,  Medicaid  recipients  and 
certain  nongroup  uninsured  and  arrange  insurance 
coverage  for  pool  members. 

Employ  a  voucher  system. 

Continue     financing     the     residual     uninsured  group 
through  hospital  surcharges. 


-218- 


Add    social    services    into    the    benefit    package  of 
individuals  in  need. 

Integrate    health    insurance    with    the  unemployment 
insurance  program." 

Source:    Status  Report  to  the  Study  Commission  on  Health  Care  Financing  and 
Delivery  Reform,  August  1,  1986,  pp.  4-5.  (emphasis  eliminated) 

The  six  models  are: 

1.  Canadian  Model.  This  model  calls  for  the  adoption  of  a  publicly  funded 
state  insurance  system,  similar  to  those  in  the  Canadian  provinces,  for 
all  those  working  or  living  in  Massachusetts.  The  system  would  be 
financed  through  employer  payroll  or  income  taxes,  individual  income 
taxes,  and  general  state  revenues. 

2.  State  Sponsored  Health  Insurance  Model.  This  model  calls  for  the  state 
to  sponsor  and  finance  an  insurance  program  for  all  residents  who  do  not 
have  access  to  group  insurance.  Enrol  lees  would  be  offered  a  choice  of  an 
HMO  or  a  managed  care  fee-for-service  delivery  system.  Enrol  lee  premiums 
would  be  assessed  on  a  sliding  scale  based  on  income,  with  high  risk 
individuals  bearing  an  extra  charge.  Financing  would  be  accomplished 
through  a  variety  of  mechanisms:  a  payroll  or  profits  tax  on  companies 
that  did  not  spend  a  specified  percentage  of  payroll  on  health  insurance; 
a  tax  on  self-insured  individuals  who  do  not  buy  health  insurance;  a 
surcharge  on  health  services  or  payrolls;  general  state  revenues  and 
expanded  Medicaid  coverage;  enrol  lee  premiums;  use  of  unemployment 
compensation  funds  to  buy  health  insurance  for  unemployment  income 
recipients;  and,  a  high  risk  pooling  system. 

3.  Incremental  Approach  Model.  This  model  would  build  on  the  existing 
financing  and  delivery  system  in  three  ways:  expand  public  programs  to 
maximize  federal  dollars;  require  all  insurers  to  offer  nongroup  coverage, 
with  subsidies  for  low-income  individuals;  and,  require  employers  to  offer 
group  coverage  to  full  time  employees  and  to  pay  a  specified  percentage 
of  the  premium.  The  program  would  be  financed  through  general  revenues, 
specified  tax  revenues  and  enrollee  premiums.  High  risk  individuals  would 
be  separately  managed.  A  tax  credit  or  subsidy  may  be  available  for  some 
employers . 

4.  State  Health  Insurance  Pool  Model.  This  model  would  pool  into  one 
group  Medicaid  recipients,  state  employees  and  the  uninsured.  Employers 
with  more  than  a  specified  number  of  employees  would  be  required  to 
provide  individual  and  family  coverage  to  full  time  employees,  and  would 
be  required  to  contribute  to  the  state-sponsored  pool  if  they  did  not 
cover  part-time  workers  under  group  plans.  The  pool  would  be  financed 
through  contributions  from  employers  not  offering  coverage  to  part  time 
employees,  enrollee  premiums  based  on  income,  surcharges  on  health 
services,  and  Medicaid  and  state  revenues. 

5.  Hybrid  Public/Private  Model  with  Social  Services  Bundles  Model.  This 
model  would  assure  access  by  requiring  universities  to  cover  uninsured 
students,    requiring   employers    to   provide    coverage   or    pay   a    tax,  and 
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requiring  individuals  and  families  to  have  insurance.  Small  firms  and 
low-income  families  would  be  eligible  for  state  subsidies.  The  program 
would  provide  social  services  benefits  in  addition  to  comprehensive 
medical  coverage.  Financing  for  the  program  would  be  through  employer 
contributions,  enrol  lee  premiums  and  general  revenues  (Medicaid  expansion). 

6.  Hybrid  Public/Private  Model.  This  model  would  require  the  creation  by 
insurers  of  a  low  cost  catastrophic  plan  and  a  supplemental  plan  to 
provide  a  floor  to  the  basic  plan.  Employers  with  a  specified  number  of 
employees  would  be  required  to  offer  the  basic  plan  to  employees  and  their 
families  and  to  pay  at  least  50%  of  the  cost.  Employees  would  be  required 
to  participate  in  the  employer  plan  and  pay  their  percentage  of  the  cost 
of  the  basic  plan.  Premiums  for  low-income  individuals  would  be 
subsidized  by  the  state  on  a  sliding  scale  basis.  The  program  would  be 
financed  through  employer,  employee  and  individual  premiums,  and  general 
revenues.  An  Uncompensated  Care  Pool  would  reimburse  providers  for 
services  received  by  the  remaining  uninsured. 
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Michigan 

A  coalition  of  state  agencies  and  private  organizations  is  developing  a  pilot 
project  that  would  (1)  improve  health  coverage  for  low-income  persons 
ineligible  for  Medicaid  and  (2)  extend  health  insurance  coverage  to 
individuals  who  leave  public  assistance  programs  for  low  wage  employment  and 
to  certain  other  low  wage  working  uninsured  persons.  The  Michigan  League  for 
Human  Services  has  received  funding  from  the  Robert  Wood  Johnson  Foundation  on 
behalf  of  the  coalition  to  develop  the  programs  and  implement  them  on  a  pilot 
basis.  Two  sites,  one  urban  and  one  rural,  have  been  selected.  The  urban 
site  is  Gennessee  county,  in  the  Flint  area;  the  rural  site  is  located  in 
Marquette  and  Delta  counties. 

Research/Analysi  s /Surveys 

Actuarial  analysis  of  potential  benefit  plans  and  provider  arrangements  and 
possibly  an  employer  survey  would  be  conducted  in  the  chosen  sites. 

Target  Population 

The  case-managed  programs  are  targeted  to  the  General  Assistance  Population, 
low-income  uninsured  who  are  categorically  ineligible  for  Medicaid  and  to  the 
working  uninsured  wno  have  left  public  assistance  for  low  wage  employment. 
Low-wage  employees  working  for  employers  who  hire  former  public  welfare 
program  recipients  may  also  be  able  to  participate  in  a  state  sponsored  plan. 

Program  Structure 

Access  for  low-income  individuals  ineligible  for  Medicaid  would  be  improved  by 
replacing  the  existing  restrictive  preauthori zation  of  the  General  Assistance 
Medical  Program  and  the  Resident  County  Hospitalization  program  (county 
program  which  provides  hospital  care  to  the  indigent)  with  a  managed  care 
network  developed  by  the  project. 

Health  coverage  would  be  provided  to  individuals  leaving  public  assistance  for 
low  wage  employment.  The  employee  and  his  or  her  family  can  participate  in 
the  new  program  called  the  One-Third  Share  Plan  in  which  tne  employee,  the 
employer  and  the  state  would  each  contribute  to  the  cost  of  coverage.  The 
employee's  contribution  would  be  determined  by  a  sliding  scale  fee  structure 
based  on  income  and  family  size.  The  One-Third  Share  Plan  may  also  be  made 
available  to  other  low-wage  employees  of  participating  employers. 

Benef i  ts 

The  specific  benefit  package  has  not  yet  been  determined,  but  generally 
would  include  ambulatory  medical  services  and  inpatient  hospital  services. 

Cost  Containment  Approaches 

1.  Delivery  System  Approaches 

Services  would  be  provided  through  case  managed  delivery  systems. 

2.  Administrative  Approaches 
Not  yet  determined 
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Financing  Mechanisms 

1.  Revenues  from  Private  Sources 

Premiums  for  individuals  and  families  in  the  One-Third  Share  Plan  would  be 
shared  by  the  individual,  the  employer  and  the  state. 

2.  State  Revenues 

State  and  county  revenues  would  be  used  to  subsidize  the  extension  of 
coverage  to  those  leaving  public  welfare  programs  for  low  wage  employment 
(with  Federal  matching  funds  for  those  leaving  AFDC).  State  revenues 
would  be  used  to  subsidize  premiums  in  the  One-Third  Share  Plan. 


-222- 


Mi  nnesota 


Heal thspan 

In  Minnesota,  the  Department  of  Health  issued  a  report  in  February  1987 
entitled  "The  Challenge  of  Providing  Financial  Access  to  Health  Care  in 
Minnesota."  The  report  discusses  a  three-part  strategy  for  improving 
financial  access  to  health  care  for  the  low-income  uninsured.  The  strategy 
involves:  (1)  establishing  a  subsidized  insurance  program;  (2)  expanding  of 
the  state  Medicaid  program;  and  (3)  maintaining  support  for  the  existing 
charity  care  system  so  it  can  serve  the  remaining  uninsured.  The  subsidized, 
sliding-fee  insurance  program,  called  Healthspan  because  it  "spans  the  gap" 
between  Medicaid  and  private  insurance,  would  provide  coverage  in  a  managed, 
prepaid  health  care  system. 

Research/Analysi  s/Surveys 

The  Minnesota  Department  of  Health  issued,  in  February  1987,  a  report 
entitled  "The  Challenge  of  Providing  Financial  Access  to  Health  Care  in 
Minnesota." 

Target  Population 

Healthspan  would  cover  uninsured  individuals  with  incomes  under  200%  of 
poverty.  The  program  may  be  available  to  individuals  with  somewhat  higher 
incomes,  but  with  no  state  subsidy.  Individuals  would  not  be  excluded  from 
Healthspan  on  the  basis  of  health  status. 

An  employer  could  enroll  uninsured  employees  in  Healthspan  if  the  employer 
had  not  insured  the  employee  for  the  past  several  years.  The  cost  would  be 
shared  by  the  employee,  the  employer  and  the  state. 

Benef i  ts 

The  benefits  would  reflect  the  level  of  coverage  enjoyed  by  most  of  the 
population,  and  would  include  primary  care,  acute  care  and  cost-effective 
preventive  care.    Additional  services  may  be  available  on  an  optional  basis. 

Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches. 

Services  would  be  provided  through  managed  care  health  plans. 

2.  Administrative  Approaches 

Healthspan  would  be  administered  by  the  Department  of  Human  Services, 
which  would  contract  with  managed  care  health  plans  (HMOs  and  PPOs). 
Contractors  would  assure  the  financial  risk  to  provide  services; 
reimbursement  would  be  fixed  through  competitive  bidding  and/or 
negotiations . 
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Financing  Mechanisms 

1.  Revenues  from  Private  Sources 

Individuals  would  pay  premiums  determined  from  a  sliding  scale  based 
on  income.  Employers  would  contribute  to  the  costs  of  insuring  their 
employees  enrolled  in  the  plan. 

2.  State  Revenues 

State  monies  would  be  used  to  subsidize  the  premiums. 


Other  Programs 

The  Minnesota  Comprehensive  Health  Association  is  a  state  created  risk 
sharing  pool  for  uninsurable  individuals.  The  Association,  created  by  the 
Minnesota  Legislature  in  1976,  includes  all  insurers,  HMOs  and  non-profit 
health  service  plans  in  the  state,  and  is  administered  by  Blue  Cross  and  Blue 
Shield  of  Minnesota.  A  person  is  eligible  to  receive  coverage  if  the  person 
is  a  resident  of  the  state  and  either  (1)  has  been  denied  coverage  or  offered 
only  restricted  coverage  by  an  insurer  within  6  months  prior  to  enrollment;  or 
(2)  has  been  treated  for  one  of  a  list  of  specified  conditions  within  the  last 
3  years.  Premiums  are  limited  to  125%  of  standard  risk  rates.  The 
Medical-Surgical  Plan  has  a  $100  deductible  with  a  $250,000  lifetime  benefit 
limitation  and  the  Medicare  Supplement  Plan  has  a  $500  deductible  and  a 
$100,000  lifetime  benefit  limitation. 
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Utah 


Utah  Small  Employer  Health  Plan 

A  project  to  analyze  and  create  a  comprehensive  health  plan  that  is  affordable 
for  small  employers  and  their  employees  has  been  developed  by  the 
Intermountai n  Health  Care  Foundation  with  a  group  of  community  and 
governmental  organizations.  Intermountai n  Health  Care  Foundation  has  received 
a  grant  from  the  Robert  Wood  Johnson  Foundation  to  fund  development  for  the 
project,  called  the  Utah  Small  Employer  Health  Plan  (USEHP).  The  plan  would 
be  demonstrated  in  the  Salt  Lake  City  area,  with  a  rural  demonstration  to 
begin  at  a  later  time,  if  feasible. 

Research/Analysi  s/Surveys 

The  plan  is  conducting  a  market  survey  to  determine  the  number  and  kinds  of 
firms  that  might  participate,  the  amount  potential  customers  would  be  willing 
to  pay  for  coverage,  and  the  type  of  coverage  customers  prefer  (primary  care 
or  catastrophic  care). 

Target  Population 

The  USEHP  would  be  focused  on  the  chronically  uninsured.  Enrollment  initially 
would  be  limited  to  firms  with  less  than  10  employees  where  either  a  majority 
of  employees  had  incomes  of  less  than  150%  of  poverty  or  the  average  yearly 
wage  was  less  than  $16,000.  To  avoid  competition  with  private  insurance 
options,  the  plan  would  be  offered  only  to  employers  that  have  not  offered 
health  insurance  to  employees  for  at  least  two  years. 

Benef i  ts 

Enrollees  would  receive  comprehensive  primary  care  coverage,  subject  to  modest 
copayments.  Inpatient  coverage  would  be  limited  to  10-15  hospital  days  per 
year.  It  is  expected  that  individuals  needing  longer  hospital  stays  would 
qualify  for  the  Medicaid  or  the  Utah  Medical  Assistance  Program. 

Cost  Control  and  Cost  Saving  Approaches 

Plan  sponsors  hope  that  premiums  for  the  plan  would  be  up  to  50%  below  the 
rates  now  available  to  small  employers. 

1.  Delivery  System  Approaches 

To  keep  costs  down,  services  would  be  provided  through  HMO  or  PPO  networks 
or  other  providers  who  agree  to  effective  managed  care  controls. 
Hospitals  and  physicians  would  be  asked  to  discount  tneir  fees  by  50%. 

2.  Administrative  Approaches 

Applicants  would  be  screened  for  adverse  health  conditions  and 
underwriting  criteria  may  be  developed  to  exclude  high  risk  occupations 
(e.g.  mining)  in  the  first  year.  Additionally,  a  change  in  state  law  would 
be  requested  to  make  the  plan  secondary  to  the  State  Indigent  Medical 
Assistance   Program.     Finally,    employees   that  are   eligible   for  Medicaid 
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would    be    excluded    from    the    plan,    but   would   be   given   assistance  in 

enrolling  in  the  Medicaid  program.    A  parallel  program  for  uninsurables  is 

being  developed  to  handle  the  needs  of  those  who  are  screened  out  of 
regular  insurance  plans. 

Financing  Mechanisms 

1.  Revenues  from  Private  Sources 

The  plan  would  be  fully  supported  by  employer  and  employee  premiums.  A 
two  tier  premium  system,  with  a  higher  premium  for  higher  income 
employees,  would  be  considered. 

2.  State  Revenues 

The  plan  intends  to  work  closely  with  the  Medicaid  and  Utah  Medical 
Assistance  Programs  in  program  design,  however,  no  state  subsidy  is 
planned. 

3.  Provider  Subsidies 

Major  discounts  from  hospitals  and  physicians  will  be  pursued. 
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Washington 


Basic  Health  Plan 

The  Health  Care  Access  Act  of  1987  established  the  Basic  Health  Plan  to 
provide  access  to  health  care  coverage  for  up  to  30,000  uninsured  poor  and 
near-poor  persons.  The  plan  will  be  offered  in  five  areas  of  the  state  to 
include  both  urban  and  rural  sites.  The  plan  will  contract  with  prepaid, 
capitated,  managed  care  systems  for  delivery  of  services.  Enrollees  will  be 
given  a  choice  between  two  or  more  managed  care  systems.  Only  uninsured 
individuals  under  age  65  who  have  incomes  less  than  200  percent  of  poverty  can 
enroll  and  be  eligible  to  receive  a  state  subsidy. 

Research /Anal ys i  s /Surveys 

The  state  legislature  created  the  Health  Care  Project  Commission  in  1986 
to  design  a  basic  health  plan  to  provide  services  to  the  state's  uninsured 
through  a  managed  care  system.  The  Commission  studied  the  number  and 
demographic  characteristics  of  the  state's  uninsured  population,  determined 
which  services  should  be  provided,  estimated  the  demand  for  a  basic  health 
plan  and  its  likely  cost,  and  developed  proposed  methods  for  marketing, 
financing,  and  delivering  services.  The  Commission  presented  a  final  report  to 
the  state  legislature  on  December  1,  1986. 

A  marketing  survey  and  an  actuarial  study  were  commissioned  by  the 
project.  The  marketing  survey  looked  at  the  demand  for  a  basic  health  plan  by 
potential  enrollees,  the  benefits  they  desire,  and  the  dollar  premium  they 
would  be  willing  to  pay  for  coverage.  The  actuarial  study  estimated  the  claim 
costs  for  the  uninsured  population  who  might  enroll  in  the  program.  A  number 
of  different  plan  designs  were  presented,  representing  differing  benefits, 
participating  populations,  copayment  schedules  and  provider  discount  levels. 

Target  Population 

The  Plan  focuses  on  the  uninsured  with  incomes  below  200%  of  poverty. 
There  is  a  sliding  scale  premium  subsidy  for  those  below  this  income  level. 
If  enrol  lee  income  rises  above  200  percent  of  poverty,  he  or  she  can  remain  in 
the  Plan  but  must  pay  the  full  premium.  If  income  stays  above  200  percent  of 
poverty  for  six  consecutives  months,  enrollment  is  terminated. 

Benef i  ts 

A  comprehensive  benefit  package,  including  primary  and  acute  care 
coverage,  will  be  offered  to  enrollees.  The  schedule  of  benefits  to  be 
available  assumes  no  dental  coverage;  nominal  copayments  of  $10  per  office 
visit,  $5  for  prescription  drugs,  and,  $25  for  inappropriate  emergency  room 
use;  and,  a  25  percent  discount  from  fee-for-servi ce .  The  benefits  will 
emphasize  preventive  and  primary  care,  including  prenatal,  postnatal,  and 
well-child  services. 

Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches 

Services  are  to  provided  through  a  managed  care  network  with  modest 
copayments  for  some  services. 
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One  implementation  site  is  to  be  a  case  management/coinsurance  site 
designed  as  follows:  nominal  premiums;  a  modified  fee-for-services 
schedule;  a  coinsurance  schedule  based  upon  specific  procedures  and 
enrol  lee  ability  to  pay;  and  a  patient/doctor  relationship  that  maximizes 
patient  involvement  in  health  care  decision-making,  whereby  the  patient  is 
aware  of  the  incentives  and  disincentives  of  utilization. 

2.  Administrative  Approaches 

The  plan  is  administered  by  the  state,  which  in  turn  would  contract  with 
managed  care  systems  to  manage  the  service  delivery.  There  would  be 
competition  among  managed  care  systems  both  for  the  contract  and  for 
eligible  patients.  Payment  to  managed  care  systems  would  be  through  a 
capitation  method  differentiated  by  age/sex  categories. 

Financing  Mechanisms 

1.  Revenues  from  Private  Sources 

Financing  will  include  payments  by  enrol  lees,  based  upon  gross  family 
income. 

2.  State  Revenues 

Premiums  will  be  subsidized  from  state  general  revenue  funds.  A  total  of 
$19  million  has  been  appropriated  for  the  first  two  years. 

Other  Programs 

High-Risk  Pool 

A  non-profit  comprehensive  insurance  pool  is  created  that  shall  include 
all  health  insurers,  health  care  service  contractors,  and  health  maintenance 
organizations.  Provisions  are  made  to  include  self-funded  programs,  if 
permitted  by  federal  law  in  the  future. 

Eligible  persons  shall  be:  state  residents  who  have  been  rejected  for 
coverage,  or  have  had  related  problems  obtaining  coverage  within  a  six  month 
period  prior  to  application. 

The  package  of  benefits  shall  be  comprehensive  including:  inpatient  and 
outpatient  care,  drugs,  nursing  home  care,  etc. 

The  plan  shal 1  have: 

1)  Two   deductible   options    of   $500   and   $1,000,   with   related   caps  on 
out-of-pocket  expenses; 

2)  Coinsurance  of  20  percent  of  benefits  provided; 

3)  Maximum  coverage  of  $500,000;  and 

4)  Premiums  set  at  150  percent  of  the  standard  group  rate  set  for  groups 
of  up  to  ten  persons. 
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Cost  of  providing  care  beyond  premiums,  deductibles,  and  co-payments 
collected  shall  be  assessed  among  pool  members  on  a  per  capita  basis. 

Pool  premiums  are  exempt  from  premium  taxes  and  certain  deductions  from 
business  and  occupation  (B&O)  taxes  are  allowed. 
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West  Virginia 


Medically  Indigent  Health  Care  Services  Project 

A  program  to  make  health  insurance  available  to  small  employers  and  to 
currently  uninsured  individuals  has  been  developed  by  the  Joint  Committee  on 
Government  Finance  of  the  West  Virginia  Legislature.  The  Committee  has 
received  a  grant  from  the  Robert  Wood  Johnson  Foundation  to  implement  the 
program.  The  program  would  assure  availability  of  coverage  to  all  the 
uninsured  in  West  Virginia,  regardless  of  their  employment  status  or  wealth, 
through  a  Multiple  Employer  Trust  arrangement 

Research/Analysi  s/Surveys 

In  the  first  year  of  the  project: 

Low-income  residents  will  be  surveyed  to  determine  access  to  and  need  for 
health  care. 

Small  employers  will  be  surveyed  to  determine  existing  health  insurance 
coverage  and  employee  participation,  financial  ability  to  provide  health 
insurance  for  employees,  and  potential  response  to  incentives  for 
providing  coverage. 

Public  and  private  providers  will  be  surveyed. 

An  actuarial  analysis  of  potential  program  models  for  the  target 
population  will  be  completed. 

Target  Population 

The  project  will  be  targeted  to  (1)  small  employers  and  (2)  low-income 
uninsured  individuals  in  West  Virginia  who  are  not  eligible  for  Medicaid. 

Benef i  ts 

Not  yet  determined 
Plan  Structure 

Coverage  for  both  employees  of  small  employers  and  uninsured  individuals  will 
be  provided  through  a  multiple  employer  trust  arrangement.  If  possible,  the 
existing  Public  Employees  Insurance  Board,  a  multiple  employer  trust  for 
state,  county  and  municipal  governmental  organizations,  would  be  expanded  to 
serve  private  sector  small  employers  and  uninsured  individuals.  Creation  of  a 
new,  state-sponsored  multiple  employer  trust  would  also  be  considered. 
Services  for  the  individual  component  of  the  program  would  be  provided  through 
a  managed  care  system  developed  by  the  project. 

Cost  Control  and  Cost  Saving  Approaches 

1.  Delivery  System  Approaches 

The  project  will  create  a  managed  care  delivery  system  to  provide  services 
for   the   individual    component  of   the   program.     Several    models   would  be 
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considered,  including:  (1)  state  administered  non-risk  case  management 
system;  (2)  competitive  regional  risk-based  systems;  and,  (3)  health 
insuring  organization.  The  system  would  be  designed  so  that  the  Public 
Employees  Insurance  Board,  Medicaid  and  other  state  purchasers  could 
utilize  it. 

2.  Administrative  Approaches 

Incorporation  of  the  target  populations  into  the  existing  Public  Employees 
Insurance  Board  plan,  which  currently  covers  about  12.5%  of  the  State's 
population,  would  permit  the  project  to  make  use  of  an  existing 
administrative  structure  and  assures  sufficient  enrollment  to  provide  a 
stable  ri sk  pool . 

Financing  Mechani sms 

1.  Revenues  from  Private  Sources 

Premiums  for  small  employers  who  cover  their  employees  through  the  trust 
would  be  shared  between  employers  and  their  employees.  Premiums  for 
uninsured  individuals  would  be  subsidized  by  the  state  on  a  sliding  scale 
basis,  based  on  the  individual's  ability  to  pay. 


2.  State  Revenues 

State  appropriations  would  be  used  to  subsidize  premiums  for  the 
individual  component  of  the  trust. 
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Wi  sconsi  n 


Small  Employer  Health  Insurance  Maximization  Project 

Wisconsin  has  received  a  grant  from  the  Robert  Wood  Johnson  Foundation  to 
test  a  pilot  project  as  part  of  the  development  of  the  state  health 
insurance  program.  One  component  of  the  pilot  program  will  be  the 
development  of  a  voucher  system  to  subsidize  the  cost  of  coverage  for  low 
income  workers  in  small  firms.  Employees  would  be  given  a  voucher  with  a 
value  based  on  family  income.  The  voucher  could  be  used  to  purchase 
insurance  directly  from  an  insurer  offering  a  qualified  plan  or  could  be 
given  to  an  employer  sponsoring  a  health  benefit  plan.  The  second 
component  of  the  pilot  program  will  be  a  modification  of  the  state's  high 
risk  insurance  plan  to  permit  small  employers  with  ill  or  disabled 
employees  to  place  those  employees  in  the  high  risk  plan.  Employers  would 
pay  a  premium  to  the  high  risk  plan  equal  to  the  amount  paid  by  the 
employer  for  workers  in  the  employer's  regular  employee  benefit  plan. 

To  assist  in  the  design  of  the  pilot  project,  two  surveys  will  be  carried 
out.  Small  employers  and  their  employees  will  be  surveyed  to  better 
understand  the  types  of  health  insurance  benefits  currently  being 
sponsored  by  small  employers  and  the  reasons  why  some  small  employers  do 
not  provide  health  insurance  to  their  employees.  The  survey  also  will 
attempt  to  identify  a  financial  profile  of  uninsured  workers  and  their 
families  to  help  identify  the  families  demand  for  insurance  and  their 
ability  to  pay  for  coverage.  The  second  survey  will  look  at  the  rating, 
underwriting  and  pricing  practices  of  the  insurance  companies  now  offering 
Multiple  Employer  Trust  programs  in  Wisconsin.  The  survey  will  attempt  to 
identify  the  special  problems  faced  by  small  employers  trying  to  obtain 
health  insurance  and  to  determine  if  current  insurance  practices  are 
alleviating  or  contributing  to  these  problems. 

Health  Insurance  Risk  Sharing  Plan 

The  Health  Insurance  Risk  Sharing  Plan  (HIRSP)  is  a  state  created  risk 
sharing  pool  of  private  insurance  carriers.  The  plan  began  in  1981  and 
operates  under  the  supervision  of  the  Office  of  the  Commissioner  of 
Insurance  (OIC).  Premiums,  deductibles  and  co-insurance  levels  are  set  by 
the  Office  of  the  Commissioner  of  Insurance  through  administrative  rule. 
A  person  is  eligible  to  receive  coverage  through  HIRSP  if  the  person  is 
under  65,  is  ineligible  for  Medical  Assistance,  and  (1)  has  been  refused 
coverage  by  at  least  two  insurance  carriers  or  (2)  their  existing  coverage 
has  been  severely  limited  or  (3)  their  existing  coverage  has  significantly 
increased  in  price.  In  1985,  the  state  took  a  unique  approach  to  make  the 
pool  more  accessible  to  low-income  persons  by  using  state  general  funds  to 
subsidize  the  premiums  of  persons  with  incomes  of  less  than  $16,500  on  a 
sliding  seale-basis.  Recently,  Wisconsin  has  adopted  a  number  of  changes 
to  HIRSP,  as  provided  in  the  1987-89  Budget  Bill.  The  state  will 
subsidize  the  deductible,  which  can  total  $2000,  on  a  si  iding-scale  basis 
similar  to  that  of  the  premium  subsidy.  The  Budget  Bill  also  requires 
that  the  OIC  develop  cost  containment  mechanisms.  The  Bill  did  not 
specify  mechanisms,  but  case  management  and  preadmission  review  of 
inpatient  hospital  service  for  example,  are  under  consideration. 
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State  Health  Insurance  Program 


In  1985,  legislation  was  adopted  in  Wisconsin  requiring  the  Department  of 
Health  and  Social  Services,  with  the  advice  of  the  Council  for  the  Uninsured 
(appointed  by  the  Governor),  to  design  a  model  state  health  insurance  program 
to  cover  the  uninsured  (Wis.  States.  Annot.  146.90).  An  additional  provision 
called  for  the  Department  to  design  an  alternative  program  for  uninsured 
individuals  who  could  not  feasibly  or  appropriately  be  covered  under  the  model 
state  plan.  The  Department  was  required  to  present  a  plan  outlining  the 
structure,  operation  and  management  of  both  a  state  health  insurance  program 
and  an  alternative  program,  including  proposed  pilot  projects  to  test  the 
programs,  to  the  Joint  Finance  Committee  of  the  Wisconsin  legislature. 
Legislation  based  on  the  proposal  was  passed  by  the  legislature  but  was  not 
approved  by  the  Governor,  who  ordered  further  examination  and  review  of  the 
proposal . 

Research/Analysi  s/Surveys 

A  study  entitled  "Wisconsin's  Uninsured:  the  Scope  of  the  Problem  and 
Alternative  Solutions"  was  completed  in  1984  for  the  Department  of  Health  and 
Social  Services.  A  later  survey  of  the  uninsured  population  in  Wisconsin  was 
done  by  the  Wisconsin  Coalition  for  Health  Insurance.  The  most  recent  study 
is  the  Report  of  the  Council  on  Health  Care  Coverage  for  the  Uninsured  titled 
"Plan  for  a  State  Health  Insurance  Program"  submitted  by  the  Department  to  the 
legislature  January  1,  1987. 
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